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PREFACE. 

F view of the importance of the economic problems 
arising out of disorganised currencies in many of 
the principal countries of the world, the Economic 
and Financial Section of the League of Nations Secre- 
tariat thought it well to collect information on the 
subject (in order that the Assembly of the League might 
have material available as a basis for discussion). It 
was anticipated that the first meeting of the Assembly 
would take place before the end of 1919 . The informa- 
tion that has been collected is now in some cases some- 
what out of date, but though the position has altered 
considerably since the time when most of the chapters 
were written, it baff-been iibougbt desirable, in spite of 
this drawback, to pubbsh the results for the behefit of 
those who are interested in the subject and may not 
find' such information easily accessible. For the purpose 
of collecting the information, the assistance of a large 
.number of experts of difCerent nationalities was obtained. 

Thd information is necessarily incomplete and of 
different degrees of value, and it has not been found 
possible to include aU countries, or even aU the principal 
coimtries. Care has been taken to ensure that the 
character of the work and the accuracy of the infor- 
mation obtained is of a high standard, .but the Secre- 
tariat must not be taken as guaranteeing accuracy on 
every point. Such errors and omissions as may be 
found are due to the complexity of the subject and to 
the exceptiohar diflB.culty of obtaining reliable informa- 
tion at the presfent time. 

The intention throughout' has been to present an 
objective statement of facts on which future policy 
must doubtless be based, but not in any way to criticise 
existing policies or to suggest the lines upon which future 
policies should be framed.' It has been thought well, 
however, to include as an Appendix, the recent Memorial 
submitted by prominent' signatories ini various countries 
( 292 ) a 2 
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to their respective Governinents, as being the most 
recent and most authoritative survmy o{ the present 
position and the possible remedies which has appeared 
in the public press. 

It is hoped that with these necessary limitations the 
boolc will provide iniormation of value to Government 
officials, financiers and others, and that in yiew of the 
widespread interest in currency problems it may reach 
an even wider public in many difierent countries. 

It remains to acknowledge the deep obligations of the 
vSecretariat of the League to the follovdng financial 
experts who have voluntarily devoted much time and 
trouble to the preparation of the several chapters : — 

Sir Charles Addis, 

M. Avenol, 

Commendatore Ceresa, 

M. Chaysson, 

M. E. Gliickstad, 
ill’. Henry F. Grady, 

Mr. M. C. Harman, 
klr. Hartley Withers, 

Sir Ernest Harvey, 

Jlr. A. C. E. Eamber, 

Commendatore G. Menzi Fe, 
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M. Kengo Mori and Secretaries, 

IMr. D. Spring-Rice, 
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INTRODUCTION^'^ ^ ^ "• 

The memoranda collected together in 
a brief sketch of the existing state of the cmren&y'^^a 
foreign exchanges in a number of the more important 
countries, and also in most cases some account of the 
currency and banking system as it was before the War. 
The accounts of the pre-war systems may seem super- 
fluous and out of place, but these systems are of great 
importance from the point of view of reconstruction, 
because they wdl not readily be abandoned, and must, 
therefore, of necessity form the foundations of any new 
international or national structures. Moreover, in many 
cases the data are not easily available from existing 
sources. Where the existing literature about the pre- 
war system is copious, as in the case of the United States 
and the United Kingdom, the account given in these 
memoranda is as a rule correspondingly brief. 

Everywhere the pre-war system has suffered from 
some disturbance dufmg the last five years, in many 
countries it is out of order, and in some it has almost 
broken down and ceased to function. The memoranda 
exhibit some of the harmful effects of this disorganisation 
and breakdown upon'trade and industry, but in this 
respect the picture is very incomplete, because there are 
no separate accounts of present conditions in most of 
the countries of Central Europe. There are several 
reasons for this omission. In the first place, it was 
extremely difficult, if not impossible, to obtain reliable 
facts about these countries ; statistical data are almost 
non-existent, and the evidence of individuals differs so 
rnuch that it ' seemed better to record hone of it. In 
the second place, conditions not only vary considerably 
in different localities even vdthin the same country, but 
— what is more important — ^they change very rapidly, 
so that data collected to-day would be obsolete and 
almost useless six months hence. In the case of Poland 
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an’d all "cerritories, wMcli are part of the former Austro- 
Hungarian Monarchy, further changes must necessaruy 
result from the financial and economic clauses of the 
Treaty of Peace. Finally, the disorder is often so 
great that it is very doubtful whether much of the system 
as it exists at present can be used as a foundation for 
reconstruction. The pre-war currency and banking 
system, if there was any at all, has in these cases suffered 
such a complete wreck that there can be no object in 
referring to it as the type to Avhich the new systems 
yet to be constructed should conform. A fairly full 
account has been given of the main features of the 
Russian breakdown. This is an extreme case, but it 
differs in degree rather than in type from the greater 
part of Central Europe. 

The main results of the war disclosed by the memo- 
randa as a whole may be summarised as follows : — 

(1) AU currencies have depreciated in terms of com- 
modities. Even those countries, such as Argentina, 
which have escaped the necessity of special expenditure 
for military purposes, have failed to escape from a rise 
in commodity prices. In fact, neutral countries have 
been more or less compelled to endure many of the 
financial and economic ills which have fallen upon the 
belligerents. 

(2) Most currencies have depreciated in terms of 
gold. 

(3) Gold itself has depreciated in terms of com- 
modities. 

(4) There is a remarkable relation between the 

expansion of currencies and the rise in commodity 
prices. This is exhibited very clearly in the tables 
in Appendix B ” reprinted from a British Ofi&cial 
Paper. Whether this relation is causal or not is still 
a matter of dispute, though most leading authorities 
attribute the rise in prices to the use made by Govern- 
ments of currency and bank credits . for financing 
expenditure. - ° 
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(5) In certain cases, such, as that of Germany, there 
is a great disparity between the internal and external' 
commodity values of the currency. 

(6) Everywhere currency and exchange disorder is 
hampering trade and retarding reconstruction. In 
some countries it is a prime factor amongst those which 
are causing a breakdovm of the economic and social 
system. 

The last of these results is incomparably the most 
serious. The mere fact that currencies have depreciated 
would not by itself be a sufficient cause for alarm. But 
since through the breakdown of currencies at this time 
the whole pre-war economic system is threatened, the 
problem becomes at once most urgent and difficrdt. 
The trouble is now twofold. In the first place, all 
cmrencies have lost .-their stability, and some are almost 
valueless. In the second place, the very countries 
which, like Austria, are short of essential commodities, 
are ' •unable to obtain credit. Instability of cmrency 
helps to deprive these cormtries of the possibility of 
obtaining credit, and ;.Iack of credit prevents , the 
stabilization of the currency. 

During the last few decades before the war the 
currency of every important coimtry afforded a standard 
of value which from the point of view of stability was, 
though imperfect, fairly satisfactory. Changes in the 
general price level of commodities were so gradual 
that they were hardly noticed by any but economists 
and historians. Though these changes undoubtedly 
afiected the profits of trade and industry and the welfare 
of wage earners, they were a factor no one attempted 
very seriously to discount. Other factors, such as 
.changes in the relative values of difierent commodities 
and the workers’ share of the total product, not only 
appeared to be, but in general actually were, of vastly 
greater importance. ' , 

But since 1914 the instability of currency values 
has been of an entirely difierent order. Even in 
countries where the financial disturbance caused_.;'by 
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the war has been relatively small, changes in the price 
level have occurred in the course of five years which , 
before the war would have been regarded as large if 
spread over a century. In no important countiy have 
commodity prices risen much, if anything, less than 
100 per cent. As a result, a factor in the economic 
life of the community which was previously considered 
to be relatively unimportant now occupies a prominent 
place in the minds of all. It is now a factor for which 
everybody must and does attempt -to make allowance 
in advance before entering into any time contract. 
The basis of short period contracts, of wages and of 
salaries, is now adjusted almost monthly to the rising 
level of commodity prices. The difficulties and the 
delays of the adjustment are a prime cause of industrial 
unrest. Profits, sometimes apparent only, but often 
real, which many traders and manufacturers have 
derived from this constant rise, have caused an outcry 
against profiteering and have increased the dissatis- 
faction with which many wage earners regard the 
capitalist system. Pears that the rise will stop and 
be followed by a heavy fall have occasionally tended 
to check enterprise, and immediately after the. Armistice 
this became a factor of considerable importance. 

In extreme cases the rapidity of the depreciation of 
currency has already almost destroyed its use as a store 
of value, even for short periods, and the efiect upon the 
economic organisation has been disastrous. Thus in 
Russia and parts of Central Europe the agricultural 
commumty can obtain little else but money in exchange 
for the grain and other produce they have to sell. Of 
money they already have large hoards ; they see its 
purchasing power rapidly vanishing, and they have little 
hope of buying anything with it, either immediately or , 
in the near future. It is, therefore, natural that they 
prefer to hoard their grain or even to cease growing it. 

The efiect of the instability of currency values upon 
iffiernal trade and industry is serious enough, but the 
efiect upon international trade is perhaps still greater 
and more harmful. International trade on the modern 
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scale by means of barter would be an impossibility ; 
it can only be conducted with tbe assistance iiot only of 
m.oney but also of credit. But tbe use of cre^t involves 
time bargains in money, so that if on tbe balance of all 
sales and purchases a country grants credit to foreigners, 
either tbe creditors or tbe debtors must run an exchange 
risk in respect of tbe indebtedness of which tbe date of 
settlement is postponed. Neither by tbe clearance of 
spot transactions nor by sales and purchases of forward 
exchange can bankers eliminate this risk. Before 1914 
confidence in the currencies of the principal countries of 
the world extended far beyond their respective national 
boimdaries. A creditor in any country was generally 
quite satisfied if the debt owing to him was expressed in 
terms of sterling, and he accepted with almost equal 
readiness promises to pay other currencies. Moreover, 
and this is a point of great importance which is less 
generally recognised', a debtor had usually sufhcient 
confidence in the stability of the foreign exchange value 
of the currency of his own country to induce him to 
undertake sterling or other 'foreign currency liabilities 
without hesitation. Thus, before the war when most 
■of the exchanges were stable, the risk of large exchange 
fluctuations was rarely considered to be of great im- 
portance, and the arrangement of international credits 
was not seriously hampered by it. But the position in 
this respect is now entirely changed, and can best be 
illustrated by the case of the United States. The United 
States are at present able to export, and are exporting 
more goods and services than they are importing. 
European and other countries have to settle the balance 
. with pronuses to pay. These promises must be expressed 
in doUarS/or in some other currency. Americans hesitate 
to run the risk of accepting promises in any currency but 
dollars, and the debtors heritate to undertake dollar 
liabilities. Within, some .countries, such as Germany, 
the commodity value of dollars moves quite inde- 
pendently of the commodity value of dollars in the 
United States, and, in fact, is rising far more rapidly. In 
such cases the risk of debtors who have borrowed dollars 
is a real and heavy one.’ 
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The case for the restoration of stability is unanswerable, 
but it is by no means clear what course should be pursued 
in order to attain this end. It will be noticed that the 
questionnaire upon which these memoranda are based 
included a request for information as to proposals for 
currency reorganization. The replies showed that very 
few authoritative proposals have yet been made. It 
would indeed be useless to attempt to construct and 
put into operation a new currency system so long 
as the essential data are continuously and rapidly 
changing under the action of forces which would upset 
the equilibrium of any system however perfect. In 
fact, it seems evident that something approaching 
currency stability must be attained before currency 
reorganization by legislative action is attempted. The 
conditions of stability have been clearly indicated by 
the economists and others who have analysed the 
causes of instability ; the most important are the 
termination of inflationist methods of dancing Govern-: 
ment expenditure, the settlement of international 
balances of trade and payments by means involving a 
far less considerable strain than that which at present 
presses upon the currencies of borrowing countries, the 
elimination of the large and incommensurate potential 
cause of the disturbance of currency values constituted 
by the large foreign holdings of some currencies, and the 
internal private hoarding of others, and the removal 
of much of the uncertainty which at present exists 
as to the efiects of the economic and financial clauses 
of the Treaties of Peace. 

An immediate legislative reorganization of currencies 
might well prove premature for other reasons also. 
It still remains to determine what the fundamental 
basis of the new systems shall be. A universal gold 
standard with gold currencies of the pre-war British 
type is generally regarded as impracticable ; the way 
for universal or all but universal adoption of some 
form of gold exchange standard has not yet been prepared 
by either economists or business men. Still less have 
they considered how under future conditions reasonable 
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stability is to be given to the value of gold or of sucb 
other single or multiple standard as it may be decided 
to adopt. 

To the problem of currency, as has already been said, 
the question of credit is complementary. The lack 
of credit from which some countries are suffering has 
been emphasized in a very important memorial presented 
in January last to the Governments of several of the 
leading powers. The memorial is reprinted in an 
appendix to this volume. The signatories suggest the 
summo3iing of an international conference to examine 
the world economic situation, and recommend plans 
for dealing with it by means of international co-operation. 
It is perhaps by international co-operation alone that we 
can now hope to stay the breakdown of currency and 
credit which over large areas is rapidly developing 
into a disaster of the first magnitude. 



QUESTIONNAIRE. 


A'l Clia'p'crs crccpt ilie first ore hosed nji ]\Irv:orandf! 
vritten in rcjji^ijtothefollondng Qucsiionn'iirc. 


1. A very briei summary of tbc essential features 
of the currency aucl banldng system of the ccamtry 
before rho vrar. This should not exceed 1,000 rvords, 
probably 200 to 300 should suffice. 

2. A very brief sununary, not exceeding 1,000 words, 
of the use made of currency issues and banldng credit 

-to finance the Government of the country during the 
war, particidarly as afiecting the present currcncy 
position. 

3. Statistical -tables, if available, showing for the 
30th June, 1914, and the 30th June, 1919, or for dates 
as near thereto as possible : — 

(a) The gold and silver holdings of the country in 
the hands of the Government or Central Bank. 

(&) Circulation of home currency issues and bank 
notes. If there is a large circulation of foreign notes, 
this should be referred to in a footnote. 

(c) Estimates as to amounts of gold and silver coin 
in the hands of the public. 

(d) Bank deposits, including those of the Central 
^ Bank. 

(e) Par rates of exchange on New York and London. 
Current quotations for cable transfer on New York 
and London (30th June, 1914, and 30th June, 1919). 
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. 4. A brief account of tbe system of currency and 
banicing at . present in operation with special refer- 
ence to : — 

(aX Permanent alterations of tbe pre-war system. 

(b) Tbe position of currency and bank note issues in 
respect of convertibility and acceptability, both legal 
and customary. 

(c) Ofl&cial control of dealings in foreign exchange. 

. (d) Official support of tbe foreign exchanges. 

(e) Tbe various forms of currency in actual use 
within tbe country as media of exchange, their relative 
values, their acceptability, and, if the issues of a foreign 
Government, their legal position as claims against that 
Government. 

(f) Hoarding of metallic and note currencies. 

((/) Extent to which trade is conducted by barter 
owing to refusal of payments tendered in currency, and 
in general how trade both internal and external is being 
in fact efiected. 

(k) Any pending currency changes. 

5. An account of the principal factors affecting the 
foreign exchange situation of the country at the present 
time, such as : — 

(а) Balance of trade. 

(б) Foreign indebtedness. 

(c) Currency depreciation b)’- inflation. 

(d) Uncertainty as to .financial position. 

(e) Uncertainty as to political stability. 

6. Summary of opinions of recognised commercial 
and financial authorities as to effect of depreciated and 
fluctuating exchanges, as distinct from lack of credit, 
upon international trade of the country. 
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7. A brief Hummary of any important propo.-ab 
made by national or international bodies, oOicial or 
private, or by private persons, with regard to national 
or international action or policy aiming at a reorganisa- 
tion of the cnxrency and foreign excliange situation of 
the countiy. 


SfJi Scptemler, 1919. 



PART I.~-EUROPE. 




CHAPTER I. 


Austria, Hungary, Poland, Jugo-Slavia, 
Czecho-Slovakia, Finland. 


Detailed statement neither possible nor helpful. 

■ 1. No detailed statement of tlie currency and exchange 
position in these countries can be given. The facts are 
not available, and existing conditions are so mobile that 
any description can scarcely be more than momentarily 
accurate. In fact, the more detailed and accurate the 
portrayal, the more ephemeral and useless it would be. 
Still less would it be helpful to attempt any comparison 
TOth pre-war conditions, as has been done in the 
memoranda dealing with othef countries. For in most 
of the cases now under, consideration, links with the 
past have been deliberately broken, and the pre-war 
system cannot serve as a basis of reconstruction. 

But existing conditions instructive and important. 

2. But though the available information is scanty, 
the fact remains that existing conditions are instructive 
and important, if only because they illustrate in an 
extreme and striking form root evils from which Europe 
as a whole is suffering. The immediate need is greater 
and more urgent in these countries than elsewhere, and 
it is here that the most coi?:vincing proof is to be found 
of the necessity of reorganizing not these particular 
cmrencies and exchanges, but the currency and exchange 
disorders of Europe as a whole, by comprehensive 
international action. For this ' reason it has ' seemed 
best to include among these memoranda a general sketch 
in broad oiithne of the position in these countries taken 
together, and to illustrate: this- general description only 
(292) ■ A 2 
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by n small number of details selected indiscriminately 
frem one case or the other, v.dtliout any pretence of 
giviiig a lul] or comjn'cliensive account of the particular 
diiiicnliits of each. The detailed history of economic 
developments in the new countries during the last 
tv.'clve months can bo followed by the curious in the 
“ Berichte aus den Neuen Staaten,'' published in 
Vienna (Rockhgasse 4). 

jSpeciflZ piohlcms of the lesser Powers. 

3. In general it may be said that these countries 
suffer from all the prevailing disorders characteristic of 
their greater neighbours. But their troubles arc aggra- 
vated by a number of special factors which ahect only 
the lesser powers ; and it is these aggravations which it 
is proposed to consider here, as being the special 
characteristics of the countries named, 

(i) Direct disiurhance of currencies hy war. 

In the first place, it is to be noted that whereas in 
England, France, Germany and elsewhere currency and 
exchange have been disorganized indirectly by the 
economic disturbances incidental to the war, in the new 
countries the war has in most cases exercised not only 
an indirect but also a direct influence upon the currency, 
necessitating changes which yet further compheate the 
economic situation. In Poland no less than five separate 
currencies circulate concurrently, each with its oum 
political history — German Marks (the pre-war currency of 
Posen), Austrian Crowns (the pre-war currency of 
Gahcia), Russian Roubles, Pohsh Marks (issued by the 
Government during the German occupation), and 
Lithuanian Marks (issued by the German authorities 
during the occupation of Lithuania). The substitution 
for all these of the new Polish Zloty, equivalent in value 
with the franc, presents a problem of the utmost diffi- 
culty. Similarly in Czecho-SovaMa the political changes 
brought about by the war necessitated the stamping mnd 
restamping of existing notes, and the wthdrawal of 50 
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per cent, of the amounts current in March, 1919, as a 
forced loan at 1 per cent, — a process which involved the 
closing of the frontier for 14 days, and has given rise 
since then to innumerable difficulties on account of 
smuggling, forgery and confusion of every sort.. The 
issue of an entirely new national currency in the form of 
State notes has now been begim. 

(ii) Administrative inexperiejice and temporary lack of 

co-ordination. 

4. Secondly, these additional difficulties have had to 
be met by an administration which was inexperienced 
and often scarcely formed, and which consequently was 

■ apt to work at cross purposes. Municipahties have 
attempted to cope independently TOth their own currency” 
problems, as when the town of Serajevo issued on the 
ISth September, 1919-, 100,000 Kronen in municipal 
small change. Polish towns wnre permitted to raise 
taxes and grant monopolies ; autonomous districts 
borrowed for long and short terms on their own account ; 
and even the different I\Iinistries of the Central Govern- 

■ ment have entered into = contracts and commitments, 
often for the same purpose, without the Icnowdedge of 
one another or of the Central Treasury concerned. The 
consequence is that in many cases a problem scarcely 
less important than the unification of the currency is^ 
the standardisation and centrahsation of the fiscal 
system. 

{Hi) Changes and conflicts of governments. 

• 5. In the more extreme cases this confusion and over- 
lapping of obligations incurred is of itself sufficient to 
cause chaos, "^ere, as in Hungary, political convul- 
sions have thrown up a succession of governments, each 
of which was repudiated by its successors, the network 
of priorities and liabilities is almost inextricable. The 
Government of Bela Kun, in 132 days achieved the 
following record of currency sabotage, as detailed in the 
‘ New Europe ’ : — ' = - 
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(1) They spent the note reserve of the Austro 
Hungarian Banlr, amounting to nearly 2,000 million 
Icronen. 

(2) They printed 57 million kronen of 1 Icr. and 2 kr. 
notes of the old design, which were repudiated by the 
Archduke, but allowed to circulate at face value for 
want of small change. 

(3) They minted 11 million Icronen of iron heller 
pieces. 

(4) They issued 2,000 to 3,000 million kronen of 
‘ white money ’ — new notes for 25 Icr. and 200 Irr., 
which were repudiated by the Archdulce, but made 
exchangeable for 20 per cent, of blue money. 

(5) They compelled the issue of ‘ blue money ’ — 
Austro-Hungarian notes of the old pattern for 25 and 
200 Icr. These were declared forgeries, and are identi- 
fiable by their serial numbers. 

(6) They pjat into circulation ‘ green money ’ (5, 10 
and 20 Icr. notes) to an amount of 300 million kronen. 
These were later adopted by the Archduke and declared 
legal tender. 

' This achievement differs only in degree from what has 
been accomplished in other countries by authorities 
acting vdth all good-will, but without co-ordination or 
pohey. It is scarcely too much to say that the whole of 
Central and South-Eastern Europe is trafficking with 
currencies which are either imder sentence of death — 
about to be cancelled, withdrawn or repudiated — or so 
closely allied to other moribund currencies that they 
have had to be subjected time and again to processes of 
differentiation and. distinction which, though intended 
to save, have in many cases only made confusion worse 
confounded. 

(iv) New States made responsible for obligations ivJiich 

they did not incur. 

0. Einally, the new countries and the invaded 
countries have all inherited a legacy of currency difii- 
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culties resulting from the action of their former gover- 
nors or invaders. The note circulation in Poland, for 
example, is, estimated to amount to some 15 thousand 
million : marlcs nominal value for a population of 36 
miihons.. In this respect the position is analogous in its 
causes and effects, to that which exists all over Europe. 
But the fact that in these countries the responsibility 
■for existing troubles lies to a great extent at the door of 
other nations towards whom they have no reason to 
feel good-'Vidll, provokes the newer States to take up 
an attitude which, while falling short of positive repudia- 
tion, amounts in the end to an unwillingness to accept 
responsibility or to face the discomforts entailed by any 
attempted cure. The result is to increase the prevaihng 
uncertainty and to arouse the expectation of assistance 
from outside. The same applies to an even greater 
extentj to the obligations in the way of debt which were 
incurred as the price''bf freedom. 

: Exchanges. 

Effects of (i) currency disorder ; (n) political re~ 

■ grouping ; {iii) control;, {iv) instability of Govern- 
ments. 

7. The foreign exchanges have in many cases almost 
completely broken dovm ; that is to say, currencies 
have not merely depreciated in value, but have become 
almost unsaleable abroad, so that it has become 
practically impossible to arrange foreign credits by any 
method invoMng the sale of exchange. To some 
extent this is the natural and necessary result of cmrency 
disorder : a currency which is hardly acceptable 
internally must often become still rpore unsaleable 
abroad. But the foreign exchanges are affected by ' 
other influences than those which can strictly be called 
' monetary or even financial. The formation of new 
political groups, for example, has led to the break up or 
reorientation of different banking systems. In the 
, new countries, the various existing elements of a system 
have as yet to be welded into a'self-oontained whole; 
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and in the meantime the foreign exchanges suffer from 
this temporary disorganization of banking. The 
attempts which have been made by various Govern- 
ments to overcome this difficulty, and at the same time 
to control imports and exports, by instituting a 
centralized control of foreign exchange transactions do 
not contribute anything to the ultimate solution of the 
problem. For however necessary such control may 
have been in order to avert a greater evil, it has had the 
effect of hampering both trade and the finance of trade, 
and can at best achieve nothing better than the main- 
tenance of the status quo, by paralysing, not removing, 
the fundamental causes of collapse. Finally, the stability 
of foreign exchange is almost unattainable without 
stabihty of Government : and the present currency and 
exchange disorders are an effect, no less than a cause, of 
political and social unrest. 

We are left wth the dilemma that a currency reform 
is the necessary condition of any successful economic 
reconstruction, while at the same time any attempt at 
currency reform will break down unless political, social 
and economic conditions can be kept in a state of 
equilibrium. 



CHAPTER II. 


Belgium. 


Summary. 

The currency of Belgium now consists, to aU intents 
and pru:poses, of paper money. The precious metals 
have disappeared from circulation. This in itself results 
in on serious damage or inconvenience as the legal 
tender notes of the-Banque Nationale, and even other 
notes which are not legal tender, are readhy accepted 
by the public. But the great increase in the bank note 
circulation since the War, due largely to the policy of 
the German authorities during the occupation of the 
country, is generally admitted to be unsatisfactory and 
to be a contributory cause of the rise in prices. On 
the '23rd July, 1914, the note issue of the National 
Bank, which had the monopoly of note issues m 
Belgimn, amounted to 130 fr. per head of the popula- 
tion against cover in gold of 26-8 per cent. On the 
2nd October, 1919, the note circulation of the National 
Banlc alone was sufficient to provide every inhabitant 
of Belgium with more than 625 fr. and the cover in 
gold was only 5*6 per cent, of the face value of the- 
notes. More than 6 milliards of marks had been with- 
drawn from circulation and were held in the vaults of 
the Natibnal Bank, having been paid for at the forced 
rate of 1 fr. 25 c. to the mark imposed by the Germans 
in time of War. 

From particulars published in the “ Revue du Travail,” 
it would appear that in April, 1919, articles of primary 
necessity showed an increase of 211 per cent, over prices 
obtaining in April, 1914. The mcrease for clothing. 
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footwear and liglit was then 283 per cent, and for 
articles in less common demand 355 per cent. 

In exchange Belgian francs on the 23rd December, 1919, 
were worfii in dollars 50 per cent, of their par value. 
Fluctuations in exchange have been molent and con- 
tinuous. A change in value of 1 per cent, in a single 
dav has not been uncommon. On the 2Cth September 
quotations varied as much as 3 per cent, of the Xew 
York parity. 

Separate reasons are required to accomit for the low 
level of the Belgian franc in exchange aud for the rapid 
and erratic fluctuations. The discount on francs by 
itself is less surprising and perhaps also less damaging 
than the great instability in value. For the first it 
is suiucient to refer to the necessarily adverse balance 
of trade in a countr}”- denuded of raw materials and 
temporarily mutilated in its powers of production. 
For some time to come Belgium will need to import 
four or five times as much as she can have available 
for export ; yet rhpid strides towards recovery have' 
already been made, the output of coal, for example, 
in October, 1919, being about 99 per cent, of the 
monthly average for 1913. It should be remembered 
that Belgium is in the unique position among European 
belligerents of ha^*iug no debt in respect of her military 
operations. But the pre-War National Debt of rather 
less than 5 milliards of francs has had to be increased 
by 10 milliards as a result of the enemy occupation 
and by a fiuther 5 miUiards for the needs of the 
Budget. 

The instability of exchange quotations is due to the 
absence of any decisive check in one direction or the 
other, owing to the limitations imposed in Europe on 
the use of gold. Attempts to control exchange in- 
directly by controlling imports, or directly by bmiting 
the amomit of exchange available, have not been 
successful because the crying need for foreign goods is 
paramount, and the financial and conunercial dis- 
organisation resulting from the freedom of exchange 
dealings has been held to be the lesser evil. 
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1. The Currency and Banking System before the 

, War. ' , 

(a) Currency . — The 'currency actually in use in Bel- 
gium before the War consisted mainly of bank notes 
(chiefly for 20 fr.) arid small token coins. The notes 
were aU issued by the National Bank of Belgium, a 
private bank with the monopoly of note issue. Cold 
coins were very rare : the use of cheques was still 
confined to commercial and industrial circles. 

On 31st December, 1913, the note circulation of the 
National Bank amounted to 1,067,407,000 fr. ; metallic 
cover to 305,392,000 fr. ; foreign bills to 166,624,000 fr. 

The National Bank was bound by law to hold cash 
in hand (including foreign bills) equivalent to one- 
third of the amount of its note issue plus other sight 
obligations. 

Belgium was a signatory of the Latin Monetary Con- 
vention, and coins "Struck by the other signatories — viz., 
France, Switzerland, Italy and Greece — ^were able to 
circulate in the country, if necessary. For the minting 
of new subsidiary coinage only old Belgian 6-fr. pieces 
were used by the Belgian Government, and no new 
6-fr., pieces were corned. This limitation resulted in 
fact, if not in name, in the acceptance of a gold standard. 

(&) Banking . — The banking system is built round the 
National Bank, which acts as the bankers’ bank of 
discount, and transacts nothing but pm’ely banking busi- 
ness. Other banks are difficult to classify : the Societe 
Generale de Belgique is the oldest banlr in the country, 
and used to be supreme in conunercial banking. It still 
covers the country with a network of branches, and 
successfully undertook the work of note issue during the 
German occupation of the country. Antwerp banks 
' specialise in oversea trade, as do the Banque d’Outremer 
and the Banque Beige pour I’Etranger. As in other 
countries, the tendency; in recent years has been for 
banks to co-ordinate — ^if not to amalgamate — ^their 
undertaldngs ■ and Belgium can now b.e said to have 
an organised, banking system. A semi-official institu- 
tiou-^the Caisse Generale d’Epargne et de Betraite — 



12 


Currencies after the JV ar. 

provides a savings banlc for the people vdtliout bemg 
limited — ^l&e the Post Office in other countries — ^to 
investment in Government funds. 

Land banks and mortgage banlcs have reached an 
advanced stage of development and certain foreign 
banlrs — e.g., the Credit Lyomiais, the Societe Prancaise 
de Banques et de Depots, the Comptoir bTational d'Es- 
compte de Paris and the Deutsche Bank — vere firmly 
established in Belgium before the War. 

2. The Use ?,iade of Currency ^vne B^vyking Credit 
TO Finevnce the Governjient during the War 
AND its Effects on the Currency Position. 

During the War the Government was financed by 
the Allies. The Belgian War debt to the Allies has 
now been transferred by the Treaty of Peace to Ger- 
many, and war finance has consequently not affected 
the credit position of the Government. 

Currency issues were used by the Germans to finance 
their exactions during the occupation of the country, 
and tlie result is a high degree of inflation with con- 
sequent high prices. 

The present need for credit in industry has been met, 
to some extent, by the creation of a Societe Rationale 
pour le Credit a ITndustrie, fathered by the Banque 
Natiouale and controlled by the Govermnent. It has 
a capital of 25 million fr., and the State guarantees its 
liabilities up to 250 million fr. The necessities of 
reconstruction have compelled the extension of the 
credit system in this and similar ways, even though 
the rehabilitation of the currency is thereby still further 
postponed. 

3. Statistics. 



2.7.14. 

. 

. 

3.7.19. 


Francs. 

Francs. 

(a) Gold foldings of the National Bank 

260,359,000 

266,041,000 

Silver and copper ditto 

77,586,000 

28,290,000 

(b) Notes in circulation 

985,783,000 

4,696,202,000 






The figure given for the note circulation on 3rd July, 
1919, must be accepted with reserve, as the position is 
complicated by the number of special note issues made 
during the War. These special issues included : — 

(i) Communal notes, which by August, 1915, amounted 
to 57 million fr., issued by 320 d^ift'erent communes. 
These were all redeemed early in the War, except in 
the immediate neighbourhood of the front. 

(ii) Notes issued by the Soeiete Generale de Belgique, 
which during the German occupation had a monopoly 
of note issue. A special issue department was con- 
^stituted at the Soeiete Generale to control this issue. 
The department was transferred to the Banque Nationale 
on the morrow of the Armistice. 

(iii) German mark notes current during the War at 
the forced rate of 1 fr. 25 c. and since redeemed at that 
rate by notes of the Banque Nationale and by the 
issue, at the end of 1918, of 5 per cent, bonds ‘ de la 
Restauration Monetaire.’ The Belgian Goverfunent 
holds over 6 milliards of marks in this form, although 
some 1,200 million marks in notes were at different times 
seized by the German's- in Belgium and sent back to 
Germany.* 

(c) Gold and, Silver coin in the hands of the public 
cannot be estimated. The unfavourable exchange 
tended before the War to .drain the metal coinage from 
Belgium into IVance. 

(d) Banlc Deposits . — In the absence of official statis- 
tics, the best indication of the total bank deposits in 
Belgium was the statement published annually by the 

..“Moniteur des Interets Materials.” The statement 
for 31st December, 1913, shows obligations amounting 
to 3,008,880,000' fr. : of which 673,922,000 fr. are repay- 
able at a fixed date and 2,334,958 fr. are repayable on 
demand. For the 14 principal banks, excluding the 
Banque Nationale, the Caisse de Reports in its Annual 


* A special agreement for the repayment of these marts has 
been concluded between the Belgian and German Govermnents. 
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Statement gives the following comparison of de- 
posits : — 

End of — Francs. 

1913 1,510,455,000 

1918 3,338,436,000 


(e) Exchange Rates . — 


— 

Par. 

30.6.14. 

30.6.19. 

19.12.19. 

New York ckeqrie 

5-18 

[6-18E] 

6-75 

10-55 ■ 

London cheque ...| 

i 

25-22 

25-351 

i 

30-921 

1 

40-60 


New York was not dealt in before the War, and the 
quotation for 30.6.14 is therefore arrived at indirectly. 


4. The System'of Cuerency and Banking at Present 
IN Operation. 

(a) Permanent Alterations in the Pre-War System . — 
The chief alterations in the currency brought about 
by the War are the disappearance . of metal from circu- 
lation, and the issue of notes for 5 fr., of which 40 
million fr. had been printed in 1912 and held ready for 
an emergency. 

(5) The Convertibility and. Acceptability of Currency and 
Bank Notes. — Bank notes of the National Bank (and, for 
the time being, of the Sqciete Generale) are legal tender 
to any amount, and are readily accepted. Small notes 
issued by the Bank of France also circulate, but are not 
legal tender. 

(c) and {d) Official Control and Support of Foreign 
Exchanges. — The Comite des- Changes, - established and 
supported by the Government, exercises a general super- 
vision over the exchange market in co-operation with 
the National Bank, but its activities do not amount to 
a strict official control or support of the Exchanges. 
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The intention was that banks should furnish monthly 
statements to the National Bank showing the precise 
nature of all foreign transactions. It was thought that 
by this' means the banks would be encouraged to require 
proof from their clients that every transaction in ex- 
change was required for purely commercial purposes. 
The system did not work satisfactorily, and the regula- 
tions have now been officially withdrawn.* 

(e) Fcnr/is of Currency in Actual Use. — ^Paper, which 
is the only currency that actually circulates, is accepted, 
but has depreciated in relation to gold. A gold coin for 
, 20 fr. woiild fetch several times its nominal value over 
Amsterdam. Silver coins of 5 fr. were of a standard 
fineness of 900/1000, those of 2 fr., 1 fr. and 50 c. were 
835/1000 fine. The current price of silver gives them 
an intrinsic value in London greater than their nomiaal 
equivalent in exchange. 

(/) Hoarding. — Coin, and even notes, are known to 
be hoarded in individual cases, but no estimate can 
be given of the amount. 

{g) Barter. — The currency r being acceptable, trade 
is -not conducted by barter within the country. The 
necessity of barter in foreign trade does not appear to 
have arisen. 

{h) Pending Currency Changes. — No currency changes 
are Imown to be pending. The notes of the Societe 
Generale are being replaced by those of the National 
Bank, whose notes should shortly be the only ones to 
circulate, as before the War. 

5. Factoes Aepecting the Exchange Position. 

(a) Balance of Trade. — The special foreign trade of 
Belgium in 1919 amounted to : — 

Million francs. 

Imports 5,075 

Exports 2,297 

Excess of imports , . . . ' . , 2,778 


* Since this Tvas written new regulations against speculation in 
exchange have been introduced. 
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(6) Foreign Indebteiness . — The foreign indebtedness 
incurred by Belgium since tbe Armistice stood on 
31st August, 1919, at 1,305 million fr. 

(c) hrjlation . — Tbe depreciation of tbe currency by 
inflation is indicated by tbe rise in tbe general level of 
prices and by tbe relation between Belgian francs 
and tbeir gold parity, as expressed in dollars. Index 
numbers are not published ; but tbe Belgian franc bas 
depreciated to less than 40 per cent, of its par value in 
New York (January 20, 1920). 

(d) (e) Uncertainty as to Financial and Political 
Position. — ^Uncertainty as to tbe financial position and 
tbe pobtical stabflity of tbe country do not exercise 
any appreciable effect on tbe 'exchanges. 

The exchanges are adverse on account of currency 
urflation and because tbe country depends to a great 
extent upon foreign supplies of raw materials (exceptmg 
coal), prorusions and machinery, and is not at present in 
a position to pay for these suppbes by means of exports. 
The wave of idleness which was, for a time, as prevalent 
in Belgiimr as" elsewhere, bad come to an end by tbe 
beginning of September, 1919. 



CHAPTER III. 


Denmark. 


Stoeviaby. 

The basis of Danish currency is a gold standard. The 
currency actually in use within the country is, however, 
almost exclusively composed of notes and subsidiary 
coins. AU Danish currency is readily accepted in 
Denmark, and circulates at its face value there. The 
amount of notes outstanding in the autumn of 1919 was 
more than double what it was in 1914, and the general 
level of commodity prices had risen about 110 per 
cent, since the outbreak of war. The foreign exchange 
position is unfavoura'ble to Danish currency. Danish 
kroner are at discount not only in London and 
New York, but also in Scandinavian and Dutch 
markets among others. The' decline in their value 
since the Armistice is attributed mainly to heavy 
purchases abroad with the object of replenishing ex- 
hausted stocks. In 1914 Denmark owed some 1,000 
niillion kr. to foreign countries ; at the close of 1918 
this debt had been converted into a credit balance 
estimated at about 850 miOion kr. Since the Armistice 
a considerable part of these foreign credits has been 
used to pay for the excess of imports over exports. 
Several changes of some importance in currency and 
banking law were made during the War, but in all 
essential points the system remains much the same as it 
was before the War. No currency reform appears to be 
considered necessary. 

• 1. The Cueeency and Banking System before 
THE War. 

At the close of the financial year 1913 there were some 
,140 Banks in Denni&rl^ ydth deposits amounting to. 

m) : - ■ 
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about 900 million kr. Llost of tbe Danish Banks were 
small and local. The four large Banlcs of Copenhagen 
were the Nationalbanken, Privatbanken, Landmanns- 
banken and Handelsbanken. These Banks are Joint 
Stock Companies with branches in the largest provincial 
towns, though there were only 23 country branches in 
Denmark altogether. Many provincial Banks were 
related to these four great Banks in a manner analogous 
to that of a branch. The Nationalbanlcen had five 
branches in the country and a branch estabbshment in 
Flensborg (Germany). No clearing-house system existed 
in Denmark, and the employment of Banks in the 
settlement of accounts was not developed. But the 
Banks played none the less a prominent part in develop- 
ing the trade of the country. 

By Charter dated the 4th July, 1818, the National- 
banken was granted the monopoly of note issue free of 
compensation. An Act dated the 12th July, 19.07, 
modified the Charter, and the Bank was required to 
pay to the Exchequer an annual fee of 750,000 la:., 
and in addition 25 per cent, of the annual siuplus 
remainmg after the payment of a dividend of 6 per cent, 
to shareholders. The Bank is subject to the supervision 
of a Royal Commissioner, and the State appoints two 
out of the Bank’s five directors. 

There was no absolute limit to the amount of notes 
that may be issued by the Bank/ biit a bullion reserve 
of 50 per cent, of their face value had to be mamtained. 
The remaining 50 per cent, of notes were covered by 
liquid assets for 125 per cent, of their value. The 
foUovdng might be included in the bullion reserve : — 

(i) Legally current coin at face value. 

(ii) Gold in bars or higots and foreign gold coin at 
the rate of 2,480 kr. per kilogramme of fine gold. 

(iii) Non-interest bearing credit balances payable on 
demand at the Banks of Norway, Sweden and the 
German Reichsbank. 

Of these difierent constituent elements the first -must 
amount to at least 25 per cent, of the whole stipulated 
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bullion reserve, and the first and second together to not 
less than 60 per cent. ' ' ' 

The notes of the Bank •'were convertible into gold, 
and the Banlc was required to biiy gold at a fi:sed price 
of 2,480 kr. per kilogramme fine, less per cent, for the 
cost of coining. 

A giro system between the Banks of issue in Norway, 
Sweden and Denmark existed by which gold shipments 
could often be avoided and a par exchange maintained 
between the three countries under normal conditions. 
The Nationalbanken participated in setthng the foreign 
exchange rates, fixed the official discount rate and 
managed a Currency Exchange Office for the State. 

The other three large Banks transacted a general 
banking business on the Continental pattern : in con- 
junction with the Norwegian and Swedish Banks they 
had established a Bank in London and in Paris, and the 
four Banks were interested m the Danish West-Indian 
National Banlc at St. Thomas, which, like the two Banks 
■in Iceland, had the right of note issue. 

The provincial Banks had formed an ‘ Association of 
Provincial Banks,’ and .-by their intimate coimection 
with Copenhagen had established a strong banldng 
concentration in Denmark. 

No gold circulated in Denmark before the War and 
only about 25 million kr. of silver and small coin. Bank- 
notes were universally used, the smallest denomination 
being 5 kr. 

2. The Use IIade of Currency and Banking Credit 
TO Finance the Government during the War 
AND its Effects on the Currency Position. 

The aggregate proceeds of taxes and excise in the 
financial year 1913-14 amounted to 102 million kr. Eor 
the fi^naucial year 1918-19 they reached 402 million Icr. 

Six loans were raided by the Danish Government 
during the War, aggregating 515 million kr., mostly 
issued at or near par for 10-15 years with interest at 
5 per cent, per annum, ' / . 

, (292) ' B 2 
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By an Act dated tlie 2nd August, 1914, tlie Treasury 
was autliorised to issue 6 per cent. Exchequer Bonds 
with a currency of one year. These Bonds were to he 
accepted hy all Crown Offices in payment at their full 
face value ; 5 million Icr. were issued on the 1st October, 
1914, 5 million Irr. on the 1st November, 1914, and 
15 million Icr. on the 3rd April, 1916. 

The remainder of the special expenditme due to the 
War has been met by Banlc loans. Temporary loans 
were granted to the Government by the Nationalbanken 
by opening a ‘ Folio ^ account for the Treasury, which 
has at times been heavily overdrawn. 

The debit balance of the Government with the 


Nationalbanken at the close of 

each financial year 

(31st July) was as follows : — 

Million Kr. 

1914^15 

.. 20*2 

1915-16 

.. lO'l 

1916-17 

.. 2-2 

1917-18 '• 

.. 43'6 ■ 

1918-19 

.. 82-0 


Further, the holding of the principal Copenhagen Banks 
in Govermnent loans issued during the War amounted 
on the 31st July, 1919, to 32’6 million Icr. 

The entire National Debt of Denmark has grown from 
360 million kr. on the 31st March, 1914, to 780 millioh kr. 
on the 31st March, 1919. To this total should be' 
added the so-called kGenforeningslaan ’ (Ee-union Loan), 
amounting to 145 million Icc., which is for the arrange- 
ment of financial questions connected ivith the Ee-union 
of Slesvig. 

3. Statistics. 

(a) Gold and Silver Holdings . — ^Bullion reserve of the 
Nationalbanken (gold and silver) : — 


Gold. 


Silver. 


30tli JunC> 1914: ... 
30th June) 1919 ... 


lEilion kr. 

76-6 I 5-8 
187-8 2-6 
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(6) Notes ia cixculation : — Million' Ex. 

30tK June, 1914 169 *8 

Both June, 1919 436 *0 


Foreign notes are not in circulation. 

/ . 

(c) Estimate of the amount of gold and silver coin in 
hands of the public ; — 



30.6.14. 

1 

30.6.19. 

Gold in circulation 

Silver in circulation 

V 

MiUic 

practici 

25 

in kr. 
ally nil. 

10 


, From the 1st April, 1873, when the present currency 
was established, to the 31st March, 1919, gold has been 
coined to an amount of 149*2 million hr., of which only 
an iasignificant part has been melted down by the Mint. 
Silver coined m the same period amounted to 34 • 8 million 
kr., of which 1*8 million kr. have been remelted. 

On the Blst July, 1919, the Nationalbank held 
72*6 million Icr. in gold coin-, and 28 million kr. in silver 
coin, out of a total bullion reserve of 190-2 million kr. 

The amount of coin-exported is not known, and for 
this reason, if for no other, the published figures are of 
little value for forming an estimate of the actual circula- 
tion. Little silver has been exported, but an unknown 
quantity has been privately melted, as the 12 grammes 
of pure silver contained in a 2-kr. piece, both now and 
at various periods during the War, have had a higher 
value than 2 kr. In practice silver coins for 1 kr. and 
2 kr. are hardly ever seen. 


(d) .Bank deposits : — 


i 

31 st March, 
1914. 

Slat March, 
1919, 


1 Million kr. 

Banks 

906-0 


Savings banks 

858-0 

1,454-6 


1,764-0 

1 

4,999-6 
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(e) Exchange rates : — . , ' 



Par. , 

! 30.6.14. 

30.6.19. 

19.12.19. 

New York 

373-00 

375-50 

424-50 

456-2 

London 

18-16 

18-27 

19-53 

20-58 


4. Tecs System op, Cuerency and Banking a.t 
PRESENT IN Operation. 

(a) Permanent Alterations in the ‘pre-War System . — ^At 
the end of the financial year 1918-19 there were 154 
Danish Banks all told, with deposits amoiinting' to 
3,500 million kr. The four great Banks at that time 
showed 


— 

Share 

Capital. 

Eeserves. 

Total 

Deposits. 



Million kr. 

Million kr. 

Milbon kr. 

Nationalbapken ... 


27 

20-1 

204-0 

Privatbanken 

>• ••• 

45 

11-3 

475-6 

Landmannsbanken 


100 

27-1 

971-5 

Handelsbanken ... 



40 

17-0 

517-9 


The following special War measures had been taken : — 

(1) The withdrawal of deposits in Banks and Savings 
Banks was prohibited. 

(2) The convertibility of notes was suspended. 

(3) The Nationalbanhen was, at a later date, relieved 
of the necessity of buying gold at a fixed price. 

(4) On the 15th August, 1916, the Act of the 12th 
June, 1907, was amended so as to permit of the issue 
of Nationalbanken notes in denominations of less than 
5 kr. The Bank, empowered to issue l-kr. and 2-kr. 
notes,- actually' only issued l-kr. notes, of which the 
amount in circulation on the 31st July, 1919, was 
14 million kr. 
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Most of the above provisions were purely temporary. 
But by an Act of the 30tb August, 1919, the Charter of 
the Nationalbanlcen was permanently modified by the 
codification of various War-time alterations of the con- 
ditions governing the note reserve. By this Act the cover 
for the note issue of the Nationalbanken must consist of 
bullion to the extent of one-third (instead of one-haK) 
of the face value of the notes. Of this bullion reserve an 
amount equal to 12| per cent, of the total face value of 
the notes in circulation must consist of legal tender 
coin, and an amount equal to not less than 30 per cent, 
of the total of notes must be in gold coin or bars. Notes 
not covered by bullion must be backed by liquid assets, 
in which may be included : — 

(i) Debts to the Bank secured on gold. 

(ii) Credit balances with the Central Banlrs of Norway 
and Sweden, or with any other foreign Banks or Bankers 
that may be approved by the Koyal Commissioner of 
Banks. 

The balances with foreign banks other than the 
Central Banks of Norway and Sweden may not, how- 
ever, amount to more than 15 per cent, of the amount 
of notes in circulation. All these liquid assets must be 
held to an amount equal to 122 per cent, of the face 
value’ of the notes they cover. By Koyal Letter and for 
a period of not more than two years dispensation may 
be granted from the above rules concerning the circula- 
tion reserves, but only so far as the circulating amount 
of notes and the reserve of legal tender gold coin are 
concerned. 

■ If the monthly balance sheet of the bank should prove 
•that the amormt of notes in circulation exceeds double 
the amount of the bullion reserve plus the credit balances 
of the bank with the NorgeSjBank, the Sveriges Riks- 
' bank and other foreign baMrs; the bank is bound to pay 
to the Exchequer a special duty, which corresponds to 
a monthly,. interest on the excess at the close of the 
month, computed at a rate which for the first month is 
l-t per cent, and for the foUowmg-? months 1 per cent. 
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below the average rate of discount of the bank for the 
month in question. In this connection it should further 
be stated that by Act dated the 4th- October, 1919, 
special rules have, for the first time in the history of 
Denmark, been laid down for the carrying on of banking. 
According to these rules no^bankcan be established with 
a capital amounting to less - than 200,000 kr., of which 
25 per cent, must-be- paid up before the bank can start 
business, and the remainder must be paid in the course 
of the fcst three years after its establishment. This 
Act further contains detailed rules concerning reserves, 
the proportion of cover, the rendering of accounts, &c., 
and subjects all private banks to the supervision of a 
Government Banking Inspector. 

By another Act of the same date, the Act of 1880 
governing the operations of savings banks has been 
amended. According to the Act of 1919 the object of 
the savings banks is to receive money on deposit against 
interest and tp invest the amounts deposited securely, 
while the sa^^ngs banks are not allowed to carry bn 
banking business with the exception of such discounting 
of bills of exchange as has been carried on before the 
1st April, 1919. Further, the Act contains provisions 
corresponding to those of the Bank Act, control being 
exercised by an inspector appointed by the Government. 

( 6 ) The Convertibility and Acceptability of Currency 
and Bank Notes. — On the 2nd August, 1914, the con- 
vertibility of notes by the Nation albanken was left to 
the discretion of the bank- instead of being obligatory. 
This exemption expired on the 30th April, 1917, and, 
indeed, the bank had already- started once more to 
redeem its notes in March, 1916. The notes are now 
legally redeemable, but the exq)ort of gold is prohibited. 
The banks, therefore, refuse to give gold for notes if 
they think that the gold is required for export. Notes 
are legal tender and in practice are not converted, or 
only very exceptionally. 

• Giving to the low rates given for foreign currencies— 
especially the dollar — gold could at one time be bought 
in De nm ark for less than the price at which the bank 
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was bound by its Charter to accept gold. By an Act 
dated the 8th February, 1916, the Bank of Sweden, 
then in a similar position, was relieved of the obligation 
to buy gold at a feed price. The same was done for the 
Nationalbanken in Denmark by an Act dated the 
17th April, 1916, which Act also suspended, as from the 
1 st May, 1916, the free coinage of gold. These provisions 
are still in force. 

Notes have never been at a discount on gold within 
Denmark, and they are always readily accepted. 

(c) Official Control of Foreign Exchanges. — ^Immediately 
after the outbreak of War the Minister of Finance con- 
sulted with the banks as to the possible necessity of 
providing foreign exchange for the purchase of grain 
&ci, 'in America, but no official action proved to be 
necessary. 

In August, 191 7, '"the Danish Banks agreed among 
themselves not to buy foreign currency in Sweden and 
- Norway, and not to sell Swedish or Norwegian currency 
to foreign buyers. The object of the agreement was to 
abolish the discount on Danish notes in Sweden, which 
usually fluctuated round 10 per cent., and occasionally 
touched nearly 20 per cent. But the policy proved 
inefiective, and no further attempts at regulation were 
made. 

{d) Official Support of Foreign Exchanges. — No support 
has been given to foreign exchanges. 

(e) Forms of Currency in actual Use. — Notes of the 
Nationalbanken, silver and small coins, are the only 
circulating media in Denmark. The coinage consists 
of : — 

; Gold . . 20Jcr. and lO-lor. pieces. 

Silver . . 2-kr., 1-kr., 25-6re’and 10-bre pieces. 

Copper or iron 5-6re, 2-6re and l-6re pieces. 

Notes are issued in denominations of 500, 100, 50, 10, 
5 and 1 kr. ~ 

All are accepted and interchanged at their fuU face 
value. Foreign coins do not circulate,- except some small 
change of Norway and Sweden, the other signatories of 
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the Scandinavian hlonetary Union. Norwegian and 
Swedish coins are accepted, if they are presented, at 
their face value ; Norwegian and Swedish notes are at a 
premium, but are not used as a circulating medium. 

(/) Hoarding . — ^There is not thought to be any appre- • 
ciable amount of hoarding now. 

{g) Barter . — There is no barter in inland trade. 
Import trade is generally done for cash through the 
baidrs. The export trade makes use of both credit and 
barter. During the War, when the exchange of the 
Western Powers had depreciated considerably, payment 
— c.g., for freights — was often demanded in Danish 
la’Oner. The same demand is now frequently made of 
the Baltic Provinces and Central Europe. 

Qi) Pending Currency Changes . — ^The rise in the price 
of silver has led to tlie suggestimi that the proportion 
of silver in 2 and l-lcr. pieces should be reduced, and 
that small change should be issued in nickel. No action 
has yet been taken. 


5. EaCTOKS ATFECTIXG THE BxCH^ANGE POSITION. 

(a) Balance of Trade. — The method of compiling 
commercial statistics was changed from the 1st January, 
1919, and comparison of the new monthly returns with 
pre-War figures is not strictly possible. The old returns 
show : — 



Special Trade. 

Gross 

Earnings 


Imports. 

Exports. 

of 

Shipping, 


iMillion kr. 

Slillion kr. 

Million kr. 

1914 • 

718 

780 

99 

1915 

1,029 

979 

227 

1916 ■ ' ... 

1,250 

1,177 

373 

1917 

1 • 

1,017 

968 

398' 
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For the first nine months of 1919 the returns are: 
Imports, 1,699 million kr. ; exports, 468 million kr. 
In 1918 imports were reduced to a minimum and the 
export of high-priced agricultural products was in part 
maintahied. The trade balance, therefore, improved. 
But from the beginning of 1919 a complete reversal took 
place and the surplus of imports for the present year has 
afi’ected the sterling rate, which stood at 17| hi. about 
the 1st November, .1918, and reached 21^ kr. to the 
£ sterling on the 13th December, 1919. 

(6) Foreign Indebtedness. — ^The net amount of Den- 
mark’s foreign debt before the War is estimated to have 
been about 1,000 milhon kr. At the close of 1918 this 
had been converted into a credit balance estimated at 
about- 850 milhon kr. On the 31st July, 1919, this 
amount had been reduced to perhaps 580 milhon kr., 
so that a large part-nf the accumulated balance had 
been used to^ cover the surplus of imports. . 

(c) Inflation. — In June, 1914, the circulation of 
Nationalbanken notes was 56*9 kr. per head of the 
population. In June, 1919, it amounted to 144*2 kr. per 
head. In July, 1919, the rise in the general level of 
prices in Denmark since 1914 was ofiiciaUy computed 
at 111 per cent, for all the articles included in the 
normal budget of a labouring man at Copenhagen. 
Footwear and clothing had risen 210 per cent., rents 
38 per cent., fuel and hght 192 per cent. The pur- 
chasing power of the krone may be said to be less than 
half of what it was before the A¥ar. Opinions differ as 
to how far this advance in the general level of prices is 
a cause or an effect of the premium on sterling and dollars 
in- exchange. The tendency in Denmark is 'not to 
ascribe high prices to inflation of the note issue. 

' {d) Uncertainty as to Financidi Position. — The greater 
part of the annual deficits on the national budget has 
been covered from year to year by energetic tax legisla- 
tion. The National Debt has been doubled, but even 
a National. Debt of 1 million krJ is not alarming in a 
country with a population of 3 millions, which is mainly 
engaged in agriculture, and has been spared the destruc- 
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tions of War. The stock of cattle may be expected 
soon to be as large as in 1915. The mercantile marine 
at the close of 1918 had an aggregate registered tonnage 
of 470,989 as against 540,944 at the close of 1913. The 
industrial life of the country has been consolidated and 
no fears are entertained as to its financial stability. 

(e) Vnccrtaintij as to Political GondiLions.-r-Tha high 
cost of Ii\dng has given rise to many stoppages of work, 
but there have been no disturbances. The people liave 
been well fed, and social and political conditions may be 
considered relatively stable. 

6. The Effect of Depreciated and Fluctuating 

Exchanges upon Internationlvl Trade. 

The subject of depreciated exchanges is touched upon 
in the reports of the National Bank and in the trade 
reports issued by the lilerchants’ Guild for the year 1918. 
The general . opinion is that the rise in the rates for 
sterling and dollars is due to the necessity of replenishing 
stocks, and in general making up lost ground by the 
import of commodities which was restricted during the 
blockade. The National Banlc regards speculation in 
foreign exchange as ha^’ing, at worst, only a temporary 
effect on fluctuations, and as being in the long run 
imable to alter the fundamental conditions. Loans or 
credit balances abroad afford only a temporary relief ; 
but they may enable the country to tide over the period 
of exceptional demand until debts can be discharged, as 
eventually they must be, by goods or their- equivalent. 
The discount on Danish kroner in England and America 
is troublesome, but it is not thought to be of vital 
importance to the economic life of the comitry. 

7. Proposals for Currency Keforh and Improve- 

ment OF the Exchange Position. 

No reorganisation appears to be considered necessary. 
The ‘ Finanstidende ’ has proposed that the Scandi- 
navian Monetary Union be extended, when circum- 
stances permit, to the other Baltic countries. 



CHAPTER IV. 


France. 

1. — ^Pre-war Situation. 

The essential characteristics of the French currency 
system before the war were as follows : — 

The monetary standard was gold ; but the silver 
5 franc piece was also legal tender to any amount. 
France belonged to the Latin Union, and the subsidiary 
silver coins of Belgium and Switzerland had, from the 
legal point of view, the same value as French small 
change. Gold was coined free of charge. 

Fiduciary paper currency consisted exclusively of 
notes issued by the Bank of France for amounts varying 
between 50 and 1,000 francs. These notes were repay- 
able on demand in gold or 5 franc pieces. 

The banking system of France was adapted to the 
special requirements both of the French investor and 
of French industry and commerce. ^ 

In France capital is not in the hands of the few 
alone ; it is distributed amongst a very large number 
of people belonging to every social class, French 
investors, whose fortunes are often small, are peculiarly 
prudent in business ; they do not like running risks 
and generally prefer securities which yield a fixed and 
certain income to speculative stocks. 

The Banks are divided according to the character of 
their operations into commercial banlis and banks of 
discount and deposit. The discount and deposit banlcs 
are few in number. Apart from banks whose deposits 
before the war totalled less than 10 million francs, there 
were in 1914 twelve credit institutions with an aggre- 
gate paid-up capital of 1,400 million francs and deposits 
amoimting' to 5,084 millions. The paid-up capital of 
four of these totalled 800,000,000.- francs and their 
deposits 4 milliards, They had founded numerous 
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brandies tlirougbout France. These credit institutions 
receive deposits generally repayable at sight and oiler 
to the public the investment securities which it requires. 
They have thus a great influence over their clients 
who often loiow little about financial matters. 

The sums thus deposited are used by the Banks for 
granting short-term loans, usually by discounting com- 
mercial bills. But in order to keep their capital suffi- 
ciently liquid these Banlcs must have the power to 
re-discount their portfolio with some great central 
institution. This need is met by the Bank of France. 
It alone has the right to issue Notes ; but the total 
face value of these notes must not exceed a sum fixed 
by Parliament. This limit before the war was 6,800 
million francs. 

These Notes are guaranteed : — 

(а) By the Bank’s reserve of gold and silver 5-franc 
pieces ; this reserve in July, 1914, covered 75 per cent, 
of the notes in circulation ; 

(б) By seciu'ities of the Government, of the large 
railway companies, and of tovms and departments 
and by obligations of the Credit Foncier de France, 
which together represented 12-5 per cent, of the notes 
issued ; 

(c) By commercial bills drawn by French merchants 
or manufacturers, bearing three signatures and having 
a maximum ciurency of three months ; before the war 
the average term of maturity of such biUs was 27 daj^s 
and their average value 660 francs. 

A very great number of bills are re-discounted at the 
Bank of France. The Bank fixes the rate of discount 
and plays a predominant part in regxilating the money 
market. The importance of this function may be judged 
from the fact that the rate of discount in France between 
1898 and 1913 was only changed 14 times, whereas 
during the same period it changed 79 times in England 
and 62 'times in Germany. 

The export of gold was free and paper money had 
the same value as gold. 'WTieu the export of gold. 
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became excessive the Bank of France raised the rate 
of discount and restored the unfavourable balance 
by attracting foreign capital and checking the flow of 
exports. . : 

Unlike many note issmng banks, the Bank of France 
is not a State institution. It is completely independent 
of the State and is administered apart from the State. 
Every agreement and every contract with the Govern- 
ment must be approved by the Directorate of the Bank 
and be' embodied in a law, but the Bank fulfils without 
charge the functions of a State Treasury and pays to 
the State a proportion of its profits. Before the war 
a fixed amount of 200,000,000 francs was lent by the 
Bank to the State. 

2. — FiNAJTCiAii 4^D Banking Policy op the 
Government during the War. 

. Measures tahe^i and their Effect on the Present 

Situation. 

The efiects of the war- on the financial and banking 
situation of France may be examined from three different 
points of view : — 

(i) Measures intended to ensure the safe transition 
from pre-war to war conditions ; 

(ii) Measures intended to meet the exceptional needs 
of the country during the war ; 

(iii) Measures intended to safeguard the economic life 
of the country during the war. 

; . (i) The measures intended to ensure the safe transition 
from pre-war financial and banking conditions to the state 
of war thrust on the country so suddenly on August 1st, 
1914, took in France the form of a moratorium for debts. 
The moratorium for banlc deposits came to an end . on 
January 1st, 1915; that for negotiable instruments ended 
vuth the cessation of hostilities. The rent moratorium 
was regulated by the law of March 9th,. 1918, 'which 
exempts numerous tenants from payment of their rents 
and charges the State with a part of the rents unpaid. 
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The settlement of Stock Exchange transactions out- 
standing on July 31st, 1914, was effected in 1918 without 
excessive difficulty. In order to place -the hanks in a 
position to repay their depositors by the end of 1914 
it proved necessary to enable them rediscount almost 
all their commercial paper with the Banlc of France. 
The Bank of France in order to fulfil this frmetion 
had to increase its issue of notes, but this expansion 
of currency for commercial requirements would have 
been limited to the amount of commercial discounts 
if the needs of the State had not compelled- the Bank 
to make very rapid and large increases in its advances 
to the Treasury. The result was the introduction 
of the “ forced circulation ” of Bank of France notes. 

(ii) The needs of the French Treasury during the 
War were considerable. The French Parliament voted 
credits for 209|- milliards of francs between August 1st, 
1914, and the^end of 1919. 

Expenditure had to be met both in France and 
abroad. 

For payment in France the Treasury had at its 
disposal : — 

(a) Kevenue from taxation, which amormted to 
16% of the expenditure of 32 milliards. The fresh 
sources of revenue which were made available during 
the War represent a 75% increase over the 1913 Budget. 
Kevenue from taxation totalled 11 milliards in 1919 
as against 4*8 milliards in 1914 — and it must not 
be forgotten that ten of the. richest departments in 
France were devastated and are not yet capable of 
paying. 

(&) The proceeds of short-dated loans amounting to 
50 milliards and covering 25 : 5% of the total expenditure, 
and the proceeds of long-dated loans for a total of 
53-|- milliards or 27% of the total expenditure. 

(c) Advances from the Banlc of France and the Bank 
of Algeria amounting to 25-7 inilliards or 13% of the 
t'Otfl expenditure. 
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Funds obtained from abroad comprised : — 

Loans made by various allied or neutral countries 
for 35-4 milliards or 18% of the total expenditure. 

In spite of tbe constantly increasing advances by 
tbe Bank of France to tbe French Treasury and tbe 
corresponding expansion in tbe circulation of paper 
fnoney, tbe Frencb Exchange did not depreciate greatly 
up to February, 1919. From May, 1917, tbe rate 
of tbe franc in New York and London was stabilised 
at a discoimt of from 8 to 10%. This discount actually 
fell to 3% between November, 1918, and February, 1919. 
This was due {a) to tbe very extensive credits obtained 
abroad from 1915 onwards ; (&) to tbe policy of regulating 
private purchases abroad and controlliug tbe export of 
capital. 

(ui) Both agriculture and industry were profoundly 
disturbed by tbe war. Owing to tbe withdrawal of 
agricultural labour, tbe land no longer produced tbe 
food essential to a population whose needs bad actually 
grown greater during tbe,war. 

Factories, reduced in number since many were in tbe 
bands of Germany or under the fire of her gtms, were 
devoted almost exclusively to tbe manufacture of war 
material. 

France was obliged to purchase outside tbe coimtry 
everything that she could no longer produce herself. 
But freights were high, competition in foreign markets 
was keen and available means of payment were 
limited. v 

Tbe Frencb Government therefore decided : — 

{a) To centralise all its purchases abroad and 
combine tbe. importers of tbe various commodities into 
consortia. 

.(&) To control all payments abroad, by authorising 
them only after evidence of their necessity bad been 
produced and sometimes by itself acting as intermediary 
for tbe provision of tbe means of payment. 

(292) 
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3. — Statistics. 

Francs (000,000’s omitted). 
June,30t'b, January IStli, 
1914. 

(o) Gold in the Bank of France ... 

Silver ,, ,, „ ... 

{h) Notes in circulation 

(c) Gold in the hands of the public 

Silvers ,, ,, ,, ,, 

(d) Bank deposits, including those 

of the Bank of France 

(c) Theoretical parity of exchange on New York, 6.1S4- francs = $1. 
Theoretical paritj’’ of exchange on London, 25.221 francs = £1. 
Rate of exchange of sight drafts on Nevr York on June 30th, 
19141, 5.17 francs. 

Rate of exchange of sight drafts on June 30th, 1919, 6.48 francs. 
Rate of exchange of sight drafts on London on June 30th, 1914;!;, 
25.23 francs. 

Rate of exchange of sight drafts on June 30th, 1919, 29.84 francs. 


1914. 

1920. 

4,057.7 . 

. 5,579. 9^ 

638.9 . 

256.4 

6,051.2 . 

. 37,679.4 

6,000 

. 2,500 

1,600 

. 2,000 

7,000 

■ 12,950.4t 


4.— The Banking and Currency System now in 

Force. 

The present system is characterised by both credit 
and currency inflation. 

All Governments were obliged, in order to meet the 
great demands occasioned by the war, to borrow from 
the Banlcs of Issue. But the consequences have not been 
the same in the diSerent countries. 

In some countries, every credit opened, to the Govern- 
ment was soon distributed amongst the various deposit 
banks, and the deposits increased continuously in 
proportion to the borrowings made by the Government 
from the Central Bank. 

In France, on the other hand, bank deposits, includ- 
ing those of the Bank of France, increased by only 70% 
between August 1st, 1914, and the end of 1918, but the 
aid lent by the Banlc of France to the French Treasury 
created great inflation of fiduciary issues. 


* Includiug 1,978.3 abroad. • 

f On June 30th, 1919. 

X Baris does not give quotations for telegraphic transfer. 
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Tlie circulation of Bank of France notes .readied 
37,275 million francs on December 26tb, 1919, an 
increase of over 31,500 millidn francs since the beginning 
of tbe war. 

; Tbe depreciation caused by tbe' abundance of cir- 
culating media is sufficient to explain tbe increase of 
deposits in French banks mentioned above. In intrinsic 
value these deposits have certainly not increased. 


(a) Permanent Alterations of the Pre-War System. 

No legal change has been made in tbe currency 
system. But tbe currency inflation and tbe deprecia- 
tion of paper money in terms of gold make it impossible 
to foresee at wba't moment tbe forced circulation of 
notes can be abandoned. 

Tbe present price of-gold metal' in tbe world market 
shows suck a difference between the intrinsic and tbe 
legal face values of metal currency that some financial 
experts have been led to wonder whether, in order to 
put an end to tbe forced circulation of paper money, 
it may not be necessary- to consobdate in part the 
depreciation of this money in terms of gold, and to 
modify tbe value of tbe gold standard. 

No important change is to be noted in tbe banking 
system., 

Tbe phenomenon of tbe decrease in tbe number of 
banks and tbe merging of several estabbsbments into 
one, so noticeable in Germany, England and Italy, 
has not been observed in France, where before the 
war banldng affairs were in tbe bands of a small number 
of banks. 

The concentration of industrial enterprises brought 
about by tbe desire to intensify production during tbe 
war has, however, resulted in closer relations between 
tbe banks and industry. In certain countries tbe 
industrial organisations have acquired complete control 
of tbe banking estabbsbments, and have thus ensured 
for themselves a place in ibe financial market in keeping 
with their development. ' • 

(292) 0 2 
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Altliough during the war' the French Government, 
which had to make large demands for credit on both 
home and foreign markets, was thus led by circumstances 
to take an active part in baiddng organisation, it is 
now trying to substitute for itself organisations intended 
to free the financial market,' whenever possible, from 
direct Governmental interference, and to facilitate 
the resort to credit in cases of special need. 

Thus,' there has been created a special institution 
of National Credit to facihtate the reparation of damage 
caused by the war. 

It is difficult for the moment to foresee whether the 
various changes made during the war will become 
permanent. On the other hand, it is impossible to 
tell at present what alterations may be made either by 
custom or by law, to bring the French currency and 
banking systems into harmony with the new state of 
things created by the war. 

(6 andf) Convertibility of Currency — Hoarding. 

The enforced circulation and the abundance of 
fiduciary money in France have caused no considerable 
change in the method of settling accounts or the habits 
of the pubhc and business men generally. 

The number of settlements by transfers and by 
cheques has not greatly increased. 

The abundance of circulating media has resulted in 
an increase of (1) the amount of deposits in the baulrs 
(but, as has been explained above, this increase, though 
it reflects the fiduciary inflation, does not denote banlc 
inflation), and (2) the hoarding of metal currency and 
even of paper money. It is estimated that there still 
remain in the hands of the public nearly two and a 
half milhard francs in gold coin and two milliard in 
small silver change. 

(c) Official Control of Exchange. 

As early as 1916 the Government requested bankers 
to refrain from all arbitrage operations except those 
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intended to meet the legitimate needs of the French 
market. 

In July, 1917, a Commission des Changes was 
created in the Mnistrv of Finance and instructed to 
propose any measures calculated to contain withm 
limits the crisis in exchange, and to control the opera- 
tions of banks and banlcers. The control of the 
operations of banks was made efiective by obliging 
every person dealing in -foreign currencies for any 
purpose whatever to keep a record of his exchange 
operations. 

Finally, the law of April 3rd, 1918, made the control 
of exchange stricter still. 

The follovnng are the principal provisions of this 
Law, which is entitled : “ A law to regidate the export 
of capital and the import of securities and negotiable 
instruments ” ; — 

(i) The Export of Capital, except by permission of 
the Ministry of Finance, given by the Commission on 
Exchange, is prohibited under any form whatsoever, 
namely : — 

The acquisition outsidS' France, by means of credit 
or exchange, of property in securities or cash with a 
view to investment ; subscription to issues ; loans ; 
purchases of any property or products whatsoever. 

The export of securities for sale whose value will not 
be remitted in francs. 

The direct or indirect purchase of foreign currency 
for securities ; their removal abroad when their value 
is above 1,000 francs, except through the medium of 
a person obliged to keep the record of his dealings 
in exchange. 

These prohibitions do not apply to transactions in 
payment of food stufis or merchandise to be imported 
within six months. 

(ii) The importation of securities and negotiable instru- 
ments and of all securities, representing directly or 
indirectly part of a property or a debt due, is prohibited. 

The creation in francs of a certificate conferring on 
its bearer' the right to -properties or securities existing 
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abroad is held to be an importation as defined above. 
Exemptions may be granted by the hlinister of Einance. 

Einally, the law provides penalties in' case of infringe- 
ment. 

These provisions, which were to have ceased to have 
efiect three months after the ratification of peace, 
have been extended for one year. 

The Taw of April 3rd, 1918, is applied very liberally 
by the Exchange Commission. Exemptions are granted' 
whenever the export of capital is made in connection 
with an import of merchandise, if when certifi.ed there 
is occasion for the import. All cases are very carefully 
considered ; in fact, French merchants and bankers have 
never sufiered from the law, as others have suffered in 
countries where the Central OfiS.ce of Exchange has 
seriously hampered transactions. 

These measures have exercised a beneficent influence 
and helped to stabilise the English and American Ex- 
change in 19i7 and 1918. 

(d) Official Sn2:)port of Foreign Exchange. 

During the war, and up to March, 1919, the exchange 
market was supported by measures supplementing 
those enumerated in the preceding paragraph (IV (c).) 

The object was to meet the deficit in the balance of 
payments by credit operations, to diminish the amount 
of settlements, and as far as possible, to remove the 
rate of exchange from the influence of foreign payments. 
The free market, thus restricted, was easier to control 
and to stabilise by timely and limited intervention. ' 

All this was made possible only by the centralisation 
of resources and payments. 

On the one hand, the State when it was not acting 
on its own accoimt, gavedts guarantee to most of the 
credit operations effected abroad. This intervention 
took the form of sales or loans of gold, the deposit 
or sale of neutral ^ securities loaned or sold by its 
nationals, the placing of treasury bonds with the 
public or their discount by the Governments of foreign 
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countries, and finally tlie floating of long term national 
loans. 

On tlie otlier hand, private importations were greatly 
reduced owing to tlie ^prohibitions imposed, and the 
State, either directly . or indirectly through trade 
associations, tended to take over control of imports and 
, maritime transport. 

A small amount of the' proceeds obtained from foreign 
credits (corresponding to the amount of private imports) 
was placed at the disposal of the exchange market 
through the medium of the Bank of France and the 
great credit establishments. The rest was reserved 
for the State, which effected its foreign pajnnents 
through agencies of the French Treasury established 
abroad.- 

Since March, 1919^_ there has been properly speaking 
practically no official support of exchange. 

The State has reduced, and is every day reducing its 
purchases, by gradually restoring freedom to commerce. 
Only wheat and meat are now imported wholly by the 
State. 

The State no longer intervenes on the Exchange 
market and its action is restricted to the special controls 
described above. 


(e) Forms of Currency in Actual Use. ' 

Except for subsidiary small change, the only legal 
fiduciary currency is that issued by the Bank of France ; 
no currency comparable to the British currency notes 
has ever been issued. 

To help the retail trade, and in view of the scarcity' 
of subsidiary coins in certain regions, various Chambers 
of Commerce have been authorised to put notes of a 
value of under 2 francs into circulation. An issue of 
such notes must be covered by depositing in the Bank 
of France an equivalent amount in Bank of France notes 
or subsidiary poins. Their circulation is not enforced 
and is purely local. ' • ' 
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(g) Barter. 

There has on various occasions been a scarcity of 
subsidiary coins, but it has never seriously afEected 
domestic transactions. 

On the other hand, the scarcity of international 
means of payment seriously hampers commercial 
relations -with countries with depreciated Exchanges. 
There is every reason to believe that the system of 
barter in international trade already adopted in certain 
countries as, for instance, Czecho-Slovalda and Poland, 
will have to be more generally adopted. It is moreover 
to be exjmcted that settlements will not be made 
immediately. Supplies of seed, fertilisers and agricul- 
tural machinery may, for instance, quite possibly be 
paid for six or eight months later vdth the produce of 
the harvest, obtained by the use of that ver}’^ machinery 
and those very seeds and fertilisers. 

(/i) No change in the currency system is at present 
contemplated. 



5.— FACTOES iVFFECTiNG THE FOREIGN EXCHANGE POSITION. ‘ 
(a) Balance of Trade. First Ten Months of the Years 1913-1918-1919. 
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Currencies after the War. 


(&) Foreign Indd)tedness. 

Before the war Brance was a country without a 
foreign debt. On the contrary, her savings had been 
invested abroad to the amount of 48 milliard francs, 
12 milliards of which were invested in Eussia. 

This credit has been increased during the war through 
advances and cessions of material to the Allies by 
about 13 milliards. 

At present France has a foreign indebtedness amount- 
ing to about 3’ 15 milliards, 16 milliards to the United 
States, 14 milliards to the United Kingdom and about 
1 milliard to neutral countries. 


6. — The Eeeect of Depreciated and Fluctuating . 

Exchanges upon International Trade. 

Up to 1919 the French exchanges had not greatly 
depreciated ; and even after May, 1917, the value of 
the franc in London and New York was stabilised at 
a discount of from 5 to 10%. But since March, 1919, 
the exchange has followed a steadily ascending curve. 
The premium on the pound sterling and on the dollar 
which in February, 1919, was 3% on the former and 5% 
on the latter reached 12 and 16% by the end of April, 
and 17 and 21% by the end of May. Between June 16th 
and September 16th the sterling rate in Paris rose 
from 29 '33 to 38 '50 and that of the doUar from’ 6 ' 33 
to 9' 15. The pound sterling reached 45 '15 on the 
9th of December, and the dollar 11'88-| on the same 
day, making a premium of 79% and 130% over the 
franc. The premium of the Swiss franc, which was at 
11% at the beginning of March, 1919, reached 18% in 
April and 20% in May, 76' 75% on September 16th 
and 137% on December- 9th. On December 23rd 
the respective premiums on the pound sterling, the 
dollar and the Swiss ^franc were still 58%, 100% and 
85%. 

This continued rise in the rate of exchange has created 
a serious situation for the country. It has direct 
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consequences on the cost of living, and tends to paralyse 
French, purchases abroad. It has also an immediate 
efiect on the burdens imposed on the Treasury ; for 
on the one hand the State, as purchaser of a certain 
amount of products abroad, must bear the increase 
of prices caused by the depreciation of the franc, while 
on the other hand it is obliged to remunerate services of 
every kind rendered to it at a rate which is constantly 
increasing, and to raise the salaries of officials and .the 
wages of worlonen employed by it in proportion to the 
rise in prices. 

Causes of the Depreciation of the Franc. 

The exchange crisis is due to several causes ;. — 

Speculation may be disregarded as being a secondary 
cause which does not seem to have played an important 
part, since purchases- of foreign currency can be made 
only for cash and for approved necessities (Law ' of 
..April 3rd, 1918). 

. Another cause over which it is not necessary to 
linger is the export of capital in the form of investments 
and purchases of foreign securities. The law of April 3rd, 
1918, which forbids these transactions is still enforced 
by the Commission des Changes, although no doubt 
this law can only be thoroughly efiective so long as 
there ife adequate control at the frontiers, and in point 
of fact it has not been possible to maintain the same 
rigorous supervision as was exercised during the war. 

However, the principal and direct reasons for the 
depreciation in the exchange value of the currency 
must be sought elsewhere. The whole problem seems 
clearly to be dominated by the following causes : — 

(i) The adverse balance of trade ; 

(ii) Fiduciary inflation ; 

(iii) The change in the feancial relations of the Allies 

resulting from the re-establishment of peace. . . ' 

(i) The Adverse Balance of Trade. 

It will be found from the rectified customs statistics 
that the value of French imports for the year 1919 
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amounted to 30 milliard francs, and that of exports to 
about 9 milliards. 

The adverse balance of trade for the full current year 
amounted, therefore, in round figures to 21 milliards. 

Before the var it was 1-^- milliard ; in 1915, it had 
risen to 7 milliards ; in 1916 to 14 milliards ; in 1917 
to 21h milliards and in 1918 to 19 milliards. 

To understand the situation more clearly, it is neces- 
sary to compare the figures of the tonnage imported 
and exported by France during the first ton months 
of the years 1919 and 1913. 

The tonnage imported into France in 1919 is lower 
than that imported in 1913 (2G’8CS million tons as 
against 36'42G). It follows that the enormous increase 
in value of the imports between 1919 and 1913 (23,109 
millions against 6,832 millions) is due almost entirely 
to the rise of prices since 1913. 

The tonnage exported from France during the first 
10 mouths of 1919 amoimts to only 2' 363 million tons, 
though it was 67' 846 in 1913. This is a decrease of 
no less than 86%. Not only, then, does the amoimt 
of imports, leaving out of consideration the increase 
in prices, not exceed the pre-war tonnage, but it is 
actually below the normal level. The loss of equibbrium 
in the balance of trade is thus to be attributed primarily 
to the great deficit in exportation. 

If the economic situation of Franco is to be improved, 
the first requisite is that the necessary effort should be 
made to restore French exports rapidly to their pre-war 
figures, and to intensify national production by aU 
possible means. 

lmj)orts . — It was foreseen that the return to 
unrestricted trade after the armistice would produce 
a considerable increase in the value of imports. It was 
hoped that these imports would consist principally of 
raw materials, capable of aiding in the resumption of 
industrial and commercial life, and hence of stimulating 
the French export trade. It seemed in this way that the 
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evil would bring its own remedy with it. Unfortunately 
these anticipations have been only partially realised. 

An examination of the customs statistics for the 
first ten months of 1919 makes clear the foUovdng 
facts : 

{a) The value of /ood-s^M^s imported in 1919 is almost 
five times as great as in 1913, although the tonnage of 
these imports shows an increase of only 25% over that 
of 1913. 

Imports of cereals have scarcely increased in weight, 
but purchase prices have quadrupled. On the other 
hand, imports of meat have increased considerably 
since 1913 as a result of the decrease in the number of 
livestock. Purchases of sugar have increased in the 
ratio of 1 to 18, obviously because of the decreased 
cultivation of beet. These considerable imports are 
largely explained by.,jieficient home production due to 
the devastation by war of ten of the richest departments 
of France. 

If the production of food-stuffs returned to its pre-war 
figure, the French obligations to foreign countries for 
this item would fall from. 8 to 4 or 5 milliards annually. 

(b) With regard to raw materials, France is still 
suffering severely from the devastation of the richest 
industrial part of its territory. 

The value of the imports of materials necessary to 
industry amounted to 10 milliards for the first ten 
rnonths of the year 1919 as against 4 milliards for the 
corresponding period of 1913. 

But in this case even more than in the case of food- 
stuffs the increase in the import values is caused by 
the rise in prices. 

French imports of coal cost 3| times as. much in 1919 
as in 1913 ; although she purchased only 14|- million 
tons as against 18f millions in 1913. In spite of the 
suspension of war manufactures, the weight of cast- 
iron and steel imported remains 5 or 6 times greater 
than before the war, while the value is 30 times as 
great. This is due to the necessity of reconstructing 
the devastated areas. . = , - 



46 


Currencies after the W ar. 

As to tiesc items (coal, pig-iron, cast-iron and steel), 
a decrease in imports may be lioped for, not indeed at 
once, but comparatively soon when white coal (water 
power) and mazout are put to use, and the blast furnaces 
are ruiming again. 

The increase in the imports of cotton and wool (though 
due entirely to the rise in prices which have more than 
quadrupled since 1913), ma}' be taken as a favourable 
sign of economic resumption, since France produces 
no cotton and but little wool. 

(c) The importation of manxifaclured products rose 
to G,3G9 million francs for the &st ten months of 1919, 
as against 1,3G0 nnlUon francs in 1913. 

Purchases of manufactured gpods weigh hea%'ily on 
the French exchange, since they are made almost 
exclusively in England and the United States. It is 
true that the importation of arms will disappear, hlore- 
over, there is no doubt that perceptible improvement 
might rapidly be efiected by such a change in Frencb 
commercial policy as would favour the importation of 
manufactiued products from countries like Czecho- 
slovakia, Germany and Austria with which the exchange 
is more favourable. In this respect it must be noted 
as a favourable sign that in recent months there has 
been a slight falling ofi in purchases in those countries 
where the exchange is particularly liigh. 

Exports . — ^An examination of the progress of exports 
reveals further favourable signs : 

The value of goods sold abroad during the first ten 
months of 1919 exceeded by over- one-third the- value of 
goods sold abroad in the corresponding period of 1918. 
The months of September and' October in particular 
show an appreciable improvement. 

An examination of the exports imder the difl'erent 
categories of merchandise shows that : 

{a) The export of food-stufis remains very small. In 
view of the deficit in agricidtural production no appre- 
ciable increase can be expected for several years, except 
perhaps in ^rine and spirits. 

(&) The weight of raio materials exported has decreased 



France. 


47 


by 90% since 1913 (1|^ million tons against 14^ millions). 
This decrease is due principally to tbe lack of materials 
for export. Tbe value of exports in raw materials for 
tbe first ten months of- tbe -year 1919 is 1,103 million 
francs against 1,522 milbon francs for tbe corresponding 
period in 1913. 

(c) Tbe export of manufactured goods is, together 
with tbe import of raw materials, tbe surest sign of 
economic revival. Tbe increase in imports of raw 
materials during tbe first six months of 1919 seems bkely 
to be followed after the period necessary for their 
'industrial transformation by a remarkable increase in 
tbe export of manufactured goods. There is thus good 
reason to hope for continuous and increasing improve- 
ment under this beading. 

Exports during tbe first ten months of 1919 amounted 
to 3,303 milbons as against 2,395 milbons in 1918 and 
3,002 milbons in 1913. Tbe last two months (September 
and October) were p^icularly favourable. During tbe 
month of September tbe value of exports rose to 416 
milbons, or 74% higher than during September, 1918 ; 
during tbe month of October their value was 423 milbons, 
an increase of 121% on October, 1918. 

' (u) Fiduciary Inflation'. 

Fiduciary ibilation has a marked influence on tbe 
exchange crisis. 

Tbe means of payment available have materially 
increased. Tbe circulation of Bank of France Notes 
reached 37,275 milbons by December 26tb, 1919, an 
increase of more than 31,500 milbons since tbe beginning 
of tbe war, that is to say, nearly 530%. Tbe deposits 
and current accounts in the large banks (Bank of France 
and tbe ten most important Joint Stock Companies) 
exceeded 12,000 milbons at tbe beginning of 1919, an 
increase of 70% on tbe figures of tbe year which preceded 
war. 

Tbe increase in tbe amount at tbe disposal of individuals 
inevitably led to a corresponding rise in prices, for no one 
hesitates to pay two or three times as much for what be 
wants, if be has two, three or four times as much money 
at bis disposal. ' ' 
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The return of commercial frceflom necessarily tends 
to increase the imiiorfs of food-slufi’s and manufactured 
goods ; for national production cannot alone satisfy 
the country's needs. J3ut tJie free import, of goods can 
bring do'>vu ])rices only for those few articles of wliich 
the world-stock is .sutiicient. The prices of the oth(;r 
goods will go on rising because of the shortage in the 
world inarkct. J3ut imports will continue, liowcvcr 
high the price of foreign goods may be and whatever 
surcharge may be added to these ])riccs by the de- 
preciation of the exchange, so long as the linal price 
remains within the limits of the increased currency 
available. 

If this limit goes on extending there is no re.'ison why 
the rise in prices should stop. 

(iii) Change in Financial Relations. 

Peace has altered the fin-incial relations of Trairce 
with the Allied and neutral countries, and this is one 
of the causes of the pre.scnt depreciation of the franc. 

The fact t hat the franc fell only .slightly up to Itlarch, 
1919, was due to the policy of granting foreign loans to 
the French Treasur}’. 

The Fi'cnch exchange was also maintained in part by 
t.he sale in foreign markets of such neutral securities as 
had not been lent to the Treasury in 191G. 

The change noted in the value of the frar.c from 
i\rarch, 1919, onwards was due maiidy to the cessation 
of the credits granted by the British Government to 
France during the war ; to the exhaustion of the sterling 
resources which the Treasury had thus obtained ; and 
to the limitation of the dollar resources used till then 
in the United States. , 

It is easy to understand the effect on the exchange of 
the depletion of the Treasury’s sterling and dollar 
resources at a moment when demands were increasing, 
if one considers the importance of these currencies as a 
means of payment for French purchases abroad and 
also the part pla 5 'ed by the Treasur}’’ in facilitating foreign 
settlements. In 1918 remittances in pounds and dollars 
had reached the equivalent of 9,782 milhons of francs 
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(5,643 millions in pounds sterling and 2,508 millions in 
dollars). Of tliese sums tlie Treasury placed at the 
■disposal of commerce through the agency of the Bank 
of France 54% of the sterhng and 44% of the dollar 
credi-ts. This proportionate share furnished to commerce 
by the Treasury rose on an average bet-vveen the end of 
December, 1918, and the beginning of March, 1919, to 86% 
of the dollars and 48% of the sterling. During April, 
1919, only 10% of the dollar credits were allocated 
to commerce and from that time onwards the sterling 
credits disappeared altogether. 



CHAPTER V. 


Germany. 

Summary. 

Before the Y’ar German currency consisted rouglily 
of 2 milliards of marks in gold, rather more than a 
milliard in silver, and rather less than milliards of 
marks in Rcichsbank notes. Apart from the var 
reserve at Spandau, the gold reserves were held in the 
Reichsbank. and amounted to about 1,300 million marks. 
On the 7th October, 1010, the gold reserve of the Reichs- 
bank stood at rather less than 1 milliard marks, the war 
reserve at Spandau had ceased to exist, and the paper 
currency outstanding was estimated to amount to over 
40 milliards of marks in Rcichsbank notes and loan 
bank notes. 

Before the war the value of the mark in London was 
about a shilling ; in October, 1019, it was less than two- 
pence ; in January, 1920, it became worth less than a 
penny in exchange. The commodity and wages value 
of the mark is greater within Germany than abroad. 
This should stimulate exports from Germany and restrict 
imports into Germany ; but, although the price of 
German manufactured goods is low enough to attract 
foreign buyers, the supply of them is very small. This 
shortness of supply is due partly to the reduced efficiency 
of German labour, but mainly to the exhaustion of 
stocks and the lack of new supplies of raw* materials. 
These deficiencies cannot be remedied until Germany 
secures the requisite purchasmg power abroad. At 
present German importers cannot secure the foreign 
credit they need because foreign lenders are doubtful 
about the financial and political stability of Germany, 
and German borrowers hesitate to enter into liabilities in 
terms of foreign currencies which are daily appreciating 
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in relation to marks. But even the grant’ of credit 
by foreign countries may fail to break this vicious circle, 
for as matters stand at present a large part of the 
foreign exchange created by future German exports will 
be required for the payment of reparation, and, therefore, 
cannot be used for purchasing imports or paying 
foreigners who have enabled Germans to obtain goods 
on credit. The difficulties of the situation are aggravated 
by the serious fiscal problem of meeting the interest on 
the internal debt, by the existence of a considerable 
external debt, and by holdings of mark currency in 
foreign countries estimated to amount to some 
^ 15 milliards of marks. 

No practicable measures for dealing with the situation 
have yet been proposed, and it is doubtful whether any 
solution is possible without the co-operation and assist- 
ance of other coimtries. The abihty of the German 
Government to deal with the position, and the measures 
they take, must, of course, depend to a large extent 
upon the Eeparation Commission. 

1. The Cuerency and Banking System before the 

War. 

The only national paper currency issued in Germany 
before the War was the Beichsbank note, redeemable 
in gold. The notes were covered by gold to the extent 
of one-third of their face value, and by bills of exchange 
as to the remaining two-thirds. A tax of 5 per cent, 
interest had to be paid to the State on all issues in 
excess of 650 million marks, or 750 millions at 
the end of each quarter. Four private banks enjoyed 
the right of note issue — ^in Baden, Bavaria, Saxony and 
Wiirttemberg respectively. Their circulation was in- 
considerable. The Beichsbank has a fully paid capital 
of 180 million marks, privately owned, but the man^e- 
ment of the bank is in the hands of the State. The 
Beichsbank issues aU Government loans and keeps the 
national accounts. It is also the clearing bank for all 
- the important banks in: the Empire. Through its 
480 branches it receives payments to be placed to the 
(292) . ^ , D 2 ' 
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credit of other banks vrith the Eeichsbank. The Eeichs- 
bank will also open accounts for private firms or persons, 
and money can be sent by these customers all over 
Germany through the intermediary, if necessary, of the 
accounts which other banks keep open with the Eeichs- 
bank. This system is highly developed, and largely 
takes ;the place of the cheque system as estalilished in 
England. 

In times of monetary pressure bankers borrow from 
the Eeichsbank on approved securities or by discountmg 
bills. Bills can be discounted at the Eeichsbank rate, 
which varies with the demand for money. Loans on 
approved securities are charged 1 per cent, over the 
Eeichsbank discount rate. 

There are 3,000 to 4,000 other banks in Germany, 
most of them very small banks indeed. The bulk of 
business is done by the 20 big joint stock banks. The 
Deutsche "Bank has 102 agencies and branches, the 
Dresdner Bank 91, and the Disconto Gesellschaft 72. 
They do all k'nds of banking business — current and 
deposit accoimts, discounting, loans, stock transactions 
and commission business, and the financing and issue of 
stocks. By combining loan and finance business these 
banks have greatly assisted the development of industrial 
companies. All the great banks keep in close touch 
with a number of the companies they have fostered, and 
are usually represented on their boards. 

Joint stock banks are compelled to publish annual 
accounts, and as. a matter of policy they publish balance- 
sheets every two months. 

2. The Use ]\Lvde of Cubbency anb Bahkieg Cbedit 

TO FINANCE THE GOVEBNHENT DUBING THE WaB 

AND ITS Effects bN the Cubbency Position. 

The Government financed the War mainly by means 
of long term loans, currency issues and banldhg credits. 
They raised relatively small sums by increased taxation. 
The placing of long term loans was facilitated by the 
liberal grant of credit to subscribers. 
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(a) Currency Issues. — Tlie Reiclisbank was formerly 
permitted to issue notes only against cover of one-third 
m gold and two-thirds in commercial bills. Durmg the 
War bank-notes and Treasury bills were allowed as cover 
in addition to gold and commercial bills. On the 
22nd September, 1919, the • Eeichsbank held 10,722 
milli on marks in loan bank-notes as collateral for Eeichs- 
bank-notes in circulation. 

Loan banks also made advances to the public against 
- War Loan and a, great variety of other securities. These 
advances naturally increased the funds on which the 
Government could depend for subscriptions to War 
Loans. 

Before the War the currency in Germany, including 
coin, amounted to about 5^ milliard marks. At the 
■ beginning of August, 1919, Eeichsbank notes and 
Darlehnkassenscheme -in circulation amounted together 
to about 41 milliard marks. On the 22nd September,. 
1919, the total of loan bank-notes actually in circulation 
(apart from those held by the Eeichsbank as collateral 
for notes) amounted to 11,500 million marks. 

(&) Banking Credits. — ^Loan bank-notes were issued 
directly to the Government for its expenditure, and 
were used to secure the credits granted by the Eeichs- 
bank to the Government. 

(c) Since the Armistice a third factor, which was in- 
operative during the War, has had an increasingly great 
efiect on the currency position. During the War the 
floating debt was reduced by the issue of each successive 
War loan to. about 15 or 20 milliard marks, but in the 
autumn of 1919 it amounted to about 80 milliard marks, 
owing to the difficulty of floating a long term loan. 

All unfunded debt is . issued by the Government 
through the Eeichsbank, which places most of the 
Treasury bills with other banks, who in turn pass on a 
proportion to their allied commercial companies. In the 
result, the big banks hold about 65 per cent, of their 
assets in German Government Treasury bills. At the 
31st December, 1918, the Deutsche Bank held about 6 
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milliard marks in Treasury bills, out of total assets of 
8 milliard marks. Tlius there bad been a great inflation 
of bank credits immediately after the Armistice. This 
inflation has been aggravated by the attempts of the 
Government to support the market for long term War 
loans, which became very weak after the Armistice. 
The big banks were induced to buy the long-dated loans 
from the market, and they were given Treasury bills 
in exchange for the holdings thus acquired. 

The position as regards floating debt has not been 
remedied by the issue at the end of 1919 of a Funding 
Loan with disappointing results. 

{cl) Neutral Credits arranged by German banks were 
used as far as possible during the War to finance foreign 
purchases. Payment was postponed until after the 
War, and attempts to settle these credits now are a 
further cause of violent disorganisation in the exchange. 


3. Statistics. 


(a) Gold and silver holdings, approximately : — 


— 

30.6.14. 

30.6.19. 

1 ' 

At Spandau — 

jllillions 
of marks. 

Millions 
of marks. 

Gold ' ;.! 

300 

— 

In tte Beiclisbank — 

(1) Gold ■ ... 

1,290 

1,116 

(2) Silver, nickel and copper coin ... 

340 

- 19 


The figures for June, 1919, have been greatly modified 
by subsequent developments. 

Throughout the first years of the War the Eeichsbank 
continued to show a very normal holding of gold, for the 
reason that the Austrian State Bank, and later Russia, 
replaced the losses. All gold coin had been called for 
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during tlie War, and even jewellery was contributed, to 
be replaced by paper. 


(&) .Circulation of bopie currency issues and bank- 
notes : — 



30.6.14. 

30.6.19. 

Reiclisbank notes 

Darlelinkassenscheiiie 

Millions 
of marks. 
2,407 

Millions 
of marks. 

j-40,000 

. (c) Estimates of the amount of gold and silver coin 
in the hands of the public : — 


30.6.14. 

30.6.19. ‘ 

Gold ' 

Silver 

Millions 
of marks. 
2,000 
1,010 

Millions 
of marks. 

j. 500 


It should be noted that the German estimates of ‘the 
amount of gold circulating in Germany before the. War 
(notably the estimate published by the Dresdner Bank 
in 1911) have been alleged to be exaggerated. ■ 


; 

30.6.14. 

30.6.19. 


MiUions 

Millions 


of marks. 

of marks. 

Bank deposits, including those of the 



Reioksbank 

13,658 

' 60,000 
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f 

(e) Exchange -rates : — 


— 

1 

Par. 

i 

,30.6.14. 

19.12.19. 

London 

20-,42 

Normal 

185 

New York 

4-20 

Normal 

■20G 

i 


After ‘the ratification of peace the exchange value of 
German marks fell suddenly and reached 360 marks to 
the £ sterling on the 26th January, 1920, 

4. The System of Cubrency ane Baahoeg at feesent 
' IN Operation. 

(a) Permanent Alterations in the pre-War System. — At 
the outbreak of War the existmg currency system in 
Germany was profoundly modified to suit War con- 
ditions, -f 

By law of the 4th August, 1914 : — 

(i) The Government reissued Government notes 
(Eeichskassenscheine) in denominations of 5 and 
10 marks, and declared them legal tender. Verj'- few 
are now in circulation. They appear in the Keichsbank 
return as part of the gold reserve for Reichsbauk notes. 
They were intended to be gold certificates, backed by 
the gold from the 1870 war indenmity, 

(ii) Government and Reichsbank notes ivere declared 
inconvertible, to protect the gold in the Reichsbank, 
The four private note-issuing banks were permitted to 
redeem their notes in Reichsbank notes instead of gold. 

(iii) Loan banks (Darlehnkassen) were established 

with the right of note issue, and their notes were 
admitted to rank equally with gold as cover for Reichs- 
bank-notes. ' 

(iv) The Reichsbauk was permitted to issue notes 
against Treasury bills. 

It is not possible to say how far theise alterations of 
the currency systenl are likely to be permanent. 
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(6) The Gonvei'tibility and Acceptability of Currency 
and Bank-^iotes. — ^Keichsbank notes and Government 
notes are legal tender. Darlehnkassensclieine are not 
legal tender. No German paper money is n 9 W con- 
vertible into gold. All note issues are readily accepted 
witbout discrimination. 

(c) and {dy Official Control and Support of Foreign 
Exchanges. — ^In January, 1916, tbe Devisenordnung 
established a strict control of foreign exchange, by 
which all foreign pa 3 Tnents were brought under the in- 
direct control of the Eeichsbank through being forced 
into the hands of a few selected banks m Berliu, Hamburg 
and Frankfurt. This law was repealed in September, 
1919, but a new law required bankers to satisfy them- 
selves "that foreign currency is purchased only for , a 
legitimate purpose. Customers are required to sigh a 
declaration as to the'nature of their transactions, and 
copies of this declaration are sent to the local Govern- 
ment representative. The object of this law is to prevent 
the export of capital and the import of unnecessary 
goods : it is not directed primarily against a free market 
in exchange. No attempt is made by the Government 
to control or fix exchange rates. 

(e) Forms of Currency . in actual use. — There are 
outstanding roughly* million marks. 

Beichsbank notes . . . . . . 28,500 

Loan bank-notes . . ' . . . . 11,600 

Government notes . . . . . . 360 

Private bank-notes . . . . . . 250 

and, an indeterminate amount of small base metal 
change, as well as the paper issues of many municipalities. 

if) Hoarding. — During the War the population re- 
sponded to the Government request that gold 
should be returned to the Eeichsbank. Coin and 
jewellery were freely surrendered. Silver 2-mark pieces 
were called in and other silver was also collected. The 
amount of gold in hoarding has been estimated at from 
300 to 500 million niarks. . . ■ • 

* October, 1919. 
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Notes have been hoarded, especiallv since the Armis- 
tice, to escape taxation or to conceal the profits of illicit 
trade. The Government recently, estimated that these 
hoards may amount to between 5 and 10 milliard marks, 
which is perhaps a high figure. 

(g) Barter . — There is no barter in dorhestic -trade, the 
currency being acceptable. At the time of the worst 
food distress during the War, the towns and the country 
did a certain amount of exchange of goods, but even 
then this form of trade was not at all general. Between 
the German Government and the Governments of 
neutral countries during the War there were a few 
barter contracts (food against coal and potash). Similar 
proposals have been made since the Armistice by big 
private traders, but they have not, so far, materialised 
on a large scale, because Germany has been unable to 
supply for export in sufiicient quantities. '' 

(A) Pending Currency Changes . — Some disturbance 
has been caused from time to time in the ex- 
changes .by rumours of proposals for demonetising 
or stamping certain issues of notes. A scheme for 
stamping mark notes of a particular type was, in fact, 
discussed, but it was abandoned owing to the 
practical difficulties arising out of the vast number of 
separate notes that would have had to be dealt with. 
Notes bearing one particular date were recalled on 
account of known forgeries. 

No radical scheme of currency reorganisation has been 
decided upon. In December, 1919, the prohibition 
against the melting down of silver coin was withdrawn. 


5. Factoes Affecting the Exchange Position. 

(a) Balance of Trade.— The returns of visible exports 
and imports give no reliable picture of Germany’s posi- 
tion. The official reports do not agree with known 
facts, and a great part of the trade is illicit trade which 
avoids the Government records. Coal and dyestuffs, 
to the extent to which they must be exported in reduction 
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of amounts due for reparation, enter into the ofl&cial 
figures but do not provide any immediate assistance to 
Germany in exchange. Goods imported into Germany 
across frontiers under German control pay duties in 
terms of gold ; but the -Allies insisted tmtil nearly the 
end of 1919, that goods going through the occupied 
territory shall only be subject to duty in terms of paper 
marks. This resulted in an abnormal proportion of the 
imports going through the occupied territory, and the 
law requiring payment of customs dues in terms of gold 
was temporarily suspended by the German Government. 
The Standard Bank of South Africa reported from 
Botterdam that goods for £12 million passed through 
them for Grermany in three months. Amd on the other 
hand food grown in Germany, which Germany requires, 
has been smuggled freely from occupied territory into 
Belgium. The guessTjhat Germany has imported in the 
first nine months of 1919, in addition to foodstufis, 
other goods to the value of about 10 milliard marks is 
probably as reliable an estiruate as can be got. The 
exports from Germany available in the balance against 
these imports have bebh since the Armistice almost 
negligible. The home demand is enormous owing to 
dearth of output during the War and the extravagance 
of Germans who have made profits during the War. 
Few factories of any sort have surplus stocks.' 

(6) Foreign Indd)tedness , — ^The conditions of the Peace 
Treaty, calling for an undefined total of exports from 
, Germany as reparation, must act as an even heavier 
drag on the exchange than Germany’s previous liabilities 
abroad. These were estimated by the Frankfurter 
Zeitung at 5 milliard marks, of which the most important 
part is due by the Government through German 
bankers to Sweden and Switzerland, or from big arma- 
ment firms who had to buy material abroad during the 
War.gnd who postponed the risk of loss on exchange. 
-Efrupp’s and many other companies, rather than buy 
foreign currencies at present rates, continue to pay 8 
per cent, interest; on sums amounting to hundreds of 
miUions of marks, due by them in francs or kronen. 
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Another good authority estimates these debts at 
3 milliard gold marks, of which 1 milliard is due in 
Switzerland, li milliards in Sweden, and the balance 
in Holland, Spain, <fcc. 

Another item of foreign debt is the 15 milliard marks 
of German currency held abroad. War Loan pur- 
chased by the United States and other neutrals and left 
■\rith Gerpaan banking correspondents, and some balances 
in favour of foreigners rvith the German banks on 
deposit account, may amount to a considerable sum ; 
but they are proportionately insignificant. 

(c) Injlalion. — The huge floating debt and swollen 
bank deposits are undoubtedly a prime factor in the 
German exchange position. The Prussian Government 
had to take power in 1919 to increase its floating debt 
from 8 milliards to 15 milliards. 

{d) Uncerlmnty as to Financial Position. — Germany 
was saved in 1919 by the fact that the purchasing power 
of the mark -is greater in Germany than elsewhere. 
There is a general feeling that this cannot continue : 
that the Government, for example, vdll have to give 
up bounties allowing the worlq)eople food below cost 
price. Such bounties were stated by the Finance 
Minister (Erzberger) on the 2nd October to be at the 
rate of 7 milliards per annum. Uncertaint}’’ as to what 
will happen if internal prices rise to a level at which 
they represent the purchasing power of German currency 
abroad is necessarily a factor in the whole economic and 
exchange position. The German exchange Avill, of 
course, be greatly affected by the action of the Eepara- 
tion Commission, which has wide powers under the Treaty 
to modify or postpone the exaction of indemnity. It 
has been argued by some authorities, however, that 
action of this kind will not suffice without the grant of 
long term credits in addition. ' 

Apprehensions as to the future level of taxation have 
led to every kind of attempt to evade the laws against 
the export of capital. Until there is some prospect of 
stabilising the value of the mark, there wil.l be little ' 
inducement to work for marks or to export for marks. 
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If, on the other hand, there were a serious ' likelihood 
of the cost of living being reduced and the value of 
foreign articles being brought once again within the 
purchasing power of the working classes, there is no 
doubt that labour would compete for employment at 
the present rates of wages, and production would go 
ahead very rapidly. 

(e) Uncertainty as to Political Conditions . — ^While 
banliers are to some extent limited by the uncertainty 
as to whether the tendency of Government in Germany 
will be to the right or to the left, the country as a whole 
had been becoming more settled each month until, 
towards the end of 1919, further symptoms of serious 
unrest began to develop. 

' i 

6. The Effects of Depbeciated and Fluctuating 
Exchange^ upon International Trade. 

Wages in Germany are nob yet adjusted to the present 
low foreign exchange value of the mark. German 
labour, roughly speaking, earns two and a half to three 
times the pre-War rates of pay for an eight-hour (in 
place of a ten-hour) day. The Leipzig Fair showed that ' 
machine tools, mechanical and electrical devices and 
novelties can be supplied from stocks in Germany at 
less than sterling pre-AVar prices. In general, to’ the 
extent that they do not depend on imported fabrics or 
raw materials, German wares can be exported at prices 
that put them beyond the reach of foreign competition, 
owing to the rate of exchange. Shortage of raw materials 
and not the internal price level is the cause of the small 
volume of the exports of manufactured.' goods. On 
the other hand, the relatively high price in marks of 
most goods manufactured in other countries hinders 
their importation into Germany. 

Fear that the mark may further fall in value prevents 
German bankers from taking up credits abroad and 
doubts as to the financial stability of the country make 
foreigners hesitate to .grant them. This adds to the 
difidculties of trade. 
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7. Proposals por Currency Reform and Improve- 
ment OF Exchange Position. 

In June and July, 1919, various schemes were on foot 
for correcting the German excliange and financing the 
import of raw materials by means of banking credits 
abroad. The schemes broke down, partly, it is under- 
stood, on account of dissensions among the German 
banks ,who were to have formed a syndicate, partly 
because it came to be recognised that banking credits 
of normal proportions were not a sufficiently powerful 
corrective in the aggravated circumstances of the 
currency and exchange position. 

The chief remedial measure so far proposed for 
beginning to deal ivith the financial situation as a 
whole, is the Capital Levy, beginning on fortunes of 
more than 5,000 marks and graded up to a percentage 
of no less than 05 on fortunes of over 3 million marks. 
This levy, extended over thirty years, is to be used 
solely for the redemption of debt. Both corporations 
and individuals are liable, and it appbes to all property', 
moveable and immoveable, except household furniture'. 

Other means of reducing inflation and correcting 
exchange have been freely and widely discussed ; but 
no important official proposals have been made for 
dealing comprehensively with the exchange position. 



CHAPTER VI. 


Holland. 


Summary. 

TJie monetary policy of Holland is to concentrate its 
gold reserves in tb,e hands of the Netherlands Bank and 
to use paper or subsidiary coin for current circulation. 
During the War currency issues have not been resorted 
to for directly financing the Government, and floating 
debt has been periodically consolidated. The nature 
of the currency is the same as before the War, except 
that ‘ silver bonds ’ have to a great extent replaced 
silver coin in circulation.' Prices have risen con- 
siderably, and the volume of both bank deposits 
* and currency issues has increased. l^ut leadiug 
Dutch authorities maintain that this is due not 
to excessive issues of currency or credit, but rather to 
scarcity and decreased production of commodities. The 
difficulties of Holland are thought to be economic and 
not monetary, and to be due to conditions outside and 
not within the country. 

The currencies of Holland and Switzerland . stand 
higher in , relation to United States dollars than any 
other European currency except that of Spaiu ; but 
their value in exchange fluctuates from day to day, and 
there are no longer any fixed: limits 'within which these 
fluctuations are restrained. The resulting instability is 
damaging to trade, and hinders all economic progress by 
rendering it impossible to anticipate and rely upon 
future conditions. , , 

The Dutch East Indies have . a currency system of 
their own which reacts upon that of Holland. .. ■ 
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1. The Cuhrency and Banking Systeji before the 

War. 

(0) Currency. — ^Dut-ch. currency is governed by the 
Currency Law of 1901, amended by tbe law of tbe 31st 
October, 1912, Before tbe War tbe currency consisted 
of : — 

(1) iMeial Coins. 

[а] Legal tender to any amount. — In gold : Tbe 
10 fl. piece, tbe 5 fl. piece. In silver : Tbe liyksdaalder 
of 2| fl., tbe florin, tbe balf-florin. 

(б) Legal tender to a limited amount. — In silver : 
Tbe 25 c. piece, tbe 10 c. piece. In nickel : Tbe 5 c, 
piece. In bronze : Tbe 2| c., 1 c. and \ c. pieces. 

(c) Not having tbe character/ of legal tender. — Tbe 
gold ducat, a commercial coin without par value 
weighing 3*494 grammes 983 fine, 

(ii) Bank Notes of the Netherlands Bank. — These have 
been legal tender to any amount since 1904 by virtue of 
tbe law of tbe 18tb July, 1904. They are issued in 
denominations of 10 fl. to 1,000 fl. 

No Government currency notes bad been issued since 
1904. Tbe State cannot make a note issue, under, 
existing legislation, without forfeiting its share in tbe 
profits of the Netherlands Bank. ’ 

In actual fact, gold coins circulated only to a small 
extent, tbe major portion of tbe gold in Holland being 
concentrated in tbe reserve of the Netherlands Bank 
for use in international transactions. 

Tbe total silver circulation before tbe War is estimated 
at 70 million fl. 

(6) Banking . — Tbe whole baulving system centres round 
tbe Netherlands Bank, a private baric founded in 1814. 
It is tbe only baric of issue in Holland, and no other 
bank can obtain tbe right of issue without tbe passing 
of special legislation. In return for this monopoly tbe 
State has a right to two-tbirds of any net profit that tbe 
bank may make after providing for a dividend of 3 J per 
cent., and for bonus and reserve fimd payments, "The 
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banlv is also obliged by its charter to make advances 
to the State free of interest, against Treasury bills, 
within a limit of 15 million fl. 

The bank niust maintain cover in gold coin or bullion 
amounting to a percentage of all its sight obligations, 
which is fixed by Eoyal Decree. Sight obligations are 
considered to include banlc notes, bills drawn by the 
banlc on its agencies, and balances in current account. 
At the outbreak of War this percentage had stood at 
40 per cent, since 1880. Though after the outbreak of 
War this minimum was reduced to 20 per cent., the 
lowest percentage of cover actually reached was 32*59 
per cent, on the 16th October, 1914. 

Besides the issue of bank notes, the following opera- 
tions come within the province of the Netherlands 
Banlc : — 

(1) Discounting of bills of exchange, inland biUs and 
promissory notes ; of obligations and coupons payable in 
the Netherlands, whether the 3 ’’ relate to national or 
foreign loans, and of similar evidences of debt issued by 
cpmpanies or other approved organisations ; in ''all cases, 
however, the person tendering any of the above for 
discount is responsible to the Bank. 

(2) Lending on securities, whether Government 
securities or shares and obligations issued by companies 
or other approved organisations : or making advances on 
property, goods and merchandise, coin and bullion. 

(3) Deahngs in gold and silver, refining and minting 
same. 

(4) Eeceiving money on current account. 

(5) The purchase and sale of bills and other com- 
mercial paper payable abroad. 

(6) Talcing charge of money’ and other valuables. 

The Bank is forbidden : To give credit and make 

advances without security ; to buy or own goods ; to 
buy or own securities except for the investment of not 
more than -4- of the reserve of its capital stock. 

In practice the Bank has never encouraged applica- 
tions for loans' on stocks, shares or 'merchandise. In 
ordinary times the Bank systematically dechned busiuess 
(292) , E 
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wliicli is more fit to be transacted by ordinary banlcers 
than by a bank of issue. 

The Bank also undertakes, without payment, the 
duties of State Paymaster wherever it has agencies and, 
also without payment, the charge of the general Govern- 
ment funds in Amsterdam. In addition, it undertakes 
without payment the treasurership of the National 
Post 0£6.ce Savings Banlc and of other legally founded 
institutions and takes charge of all funds, ckc. of these 
institutions. 

Before the War, it was the policy of the Bank to hold 
its gold freely at the disposal of the international bankers 
whenever the rates of exchange approaehed the gold 
parity. 

The Netherlands Banlc has further tried to simplify 
and facilitate inland pajments as much as possible by 
the establishment of a cheque and clearing system. 

The Banlc has 20 branches and 83 correspondents in 
Holland. -« 


2. The Use jiade oe Currency and B/Vnking Credit 
TO Finance the Governjient during the War 

AND ITS EFFECTS ON THE CURRENCY POSITION. 

The financing of the Government was carried out 
during the War by the issue of long-dated loans. Such 
short-dated obligations as were incurred by the Govern- 
ment were consolidated from time to time. Issues of 
fresh cuirenc}’’ were not resorted to for the creation of 
Govermnent credit, nor was the floating debt swollen 
by any abnormal bank advances. 

It is true that in the first months of the War the 
Government borrowed from the Bank agaiilst pro- 
missory notes endorsed to the Banlc by a banker or well- 
known stockbroker. The amount of promissory notes 
discounted in this way had risen to 80 million fl. on the 
2nd January, 1916. Early in February, 1915, a loan 
for 275 milfion fl. at 6 per cent, was issued and pro- 
missory notes were accepted in payment of this loan. 
This reduced the number of promissory notes out- 
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standiBg; but by May, 1916, tbe large payments and 
advances made by tbe Government out of tbe loan 
made it necessary for tbe Government again to bring 
promissory notes to tbe Bank. 

Eurtber long-dated loans were issued in February, 
1910, at 4^ per cent, at par, and in December, 1916, 
at 4 per cent, at 97. Tbe limit of advances to be made 
to tbe State without interest was never increased above 
tbe pre-War limit of 15 million fl. 

During tbe War tbe Government issued currency 
notes in tbe' form of ‘ zilver bons ’ in denominations of 
1 fl., 250 c., and 6 fl., legal tender to any amount. This 
paper money was not, however, used for tbe financing 
of the Government. It was intended merely to replace 
tbe silver currency which vanished out of circulation 
as a result of tbe inevitable boarding by individuals. 
Tbe State is bound to- withdraw these silver bonds' as 
soon as tbe Bank can place a suflicient amount of 
silver at its disposal. On tbe conclusion of tbe Armistice 
silver gradually began to circulate again, and tbe 
circulation of silver bonds gradually decreased. It 
bad stood at 10,886,000 -fl. at tbe end of December, 
1914 ; 5,031,000 fl. at tbe end of December, 1916 ; 

15.862.000 fl. at tbe end of December, 1916 ; 27,476,000 fl. 
at the end of December, 1917. It reached its maxbnum 
of 71,594,000 fl. on tbe 16tb November, 1918, and then 
declined to 52,270,000 fl. at tbe end of June, 1919, and 

40.267.000 fl. at tbe end of September, 1919. The 
maximum amount of silver bonds ever .in circulation 
thus corresponds roughly to tbe estimated silver 
currency in circulation before tbe 'War (70 million fl.). 
As a further 35 million fl. in 1 fl. pieces were coined during 
tbe War, it is clear that tbe amount of silver bonds 
outstanding always fell far short of tbe total amount 
of silver minted and issued, and served no other purpose 
than to replace that silver. 

No foreign bank-notes circulate in Holland. A great 
number of foreign notes— chiefly German — were brought 
into tbe , country during the' War. Tbe Netherlands 
Banlc ofiered to accept a limited amount of these notes 
(292) E 2 
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as security for loans at tlic nonnal rate of exchange, 
■with a margin of at least 30 per cent. Frequent use 
■was made of this right to pledge banlc-notes. 

During the War quite thirty municipalities in Holland 
issued municipal notes. They circulated only a few 
weeks and were never legal tender. 

‘ 3. Statistics. 

(a) Gold and Silver Holdings. — ^In Holland the 
Government holds no gold reseiwe. It merely has a 
quantity of silver in the National .i\Iint, as it is the duty 
of the Government to provide the necessary quantity 
of silver for circulation in Holland and the Dutch 
Indies. There are, further, still smaller quantities of 
silver coin with the State Paymasters, which are only 
used to meet the cash requirements of the Government. 

The gold and silver reserve in the hands of the Nether- 
lands Bank amounted to : — 


— 

30th June, 1914. 

3pth June, 1919. 

] 

Florins. 

. Florins. 

Gold reserve 

100,023,432 

057,722,200 

Silver reserve 

9,343,029 

8,191,875 


(&) Circulation of Currency Issues and Bank Notes. 
— The circulation of bank-notes of the Netherlands 
Bank amounted to : — 



1 SOfcli June, 1914. 

i 

30th June, 1919. 


Florins. I 

Florins. ' 

Bank-notes 

- 316,037,400 

i 

, 1,109,964,360 


The smaller denominations (60, 40, 25 and 10 fl.) 
consti'tu'be about 43 per cent, of the value of the entire 
note circulation. 
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(c) Estimates of Gold and Silver Coin in the Hands 
of the PvMic. — No new gold coinage was put into cir- 
culation during tlie War. The . small amount in the 
hands of the public before the War has been diminished 
by the melting down of gold coin when the foreign 
demand raised gold to a premium. It is not possible 
to estimate with any accuracy the amount of gold still 
in the hands of the public, but it cannot be consider- 
able. 

The National Mint gave the nominal value of 
silver corns in circulation bn 1st January, 1919, as 
119,548,000 fl., of Avhich 8,659,702 fl. maybe deducted 
as held by the Netherlands Bank. A considerable 
quantity of silver has now come out of hoarding into 
circulation. ' 

(d) Banh Deposits, including those of the Central 
Banh. — Balances of current accounts with the Nether- 
lands Bank : — 

30th June, 1914. : 30th June, 1919. 

Florins. Florins. 

5,299,762 ’ 73,359,670 


Balances of deposits and current accounts (in thou- 
sands of florins) of private banking institutions in 
Holland 


— 

30th June, 
1914. 

30fch June, 
1919. 

Rotterdamsche BankvereeDiging — j 
Deposits 

5,742 

44,999 

Current accounts 

. 47,353 

301,628 

Nationalc Bank^'ereeniging 
(Utrecht) — 

Deposits ... 

30th June, 
1916.* 

6,915 

41,276’ 

. Current accounts... 

14,212, 

58,958 


* This institution did not exist in 1914. 
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Balances of deposits and current accounts, kc. — contd. 



30th June, 
191-1. 

SOfch June, 
1019. 

Ainsterdamscho Bank — 



Deposits 

15,850 ' 

08,300 

Cunent accounts 

30,500 

115,130 

Dc Twcntsche Bank — 


Deposits 

29,833 

15,325 

Current accounts 

23,203 

98,785 

Incasso Bank — 


Deposits 

5,908 

23,202 

Current accounts... 

10,991 

29,113 

Marx k. Co.’s Bank (Rotterdam) — 

Deposits 

902 

9,002 

Current accounts... 

3,507 

15,539 

Cooperatieve Centr. Raiffeisen- 

banlr tc Utrecht — 



Current accounts 

5,1 G3 

49,013* 

Cociperaticvc Bocrcnlcenbank 
(Eindhoven) — 

Deposits 

— 

9,002 

Current accounts... 

7,101 

19,056 

Kcderlandsch-Indischc Hendcls- 

bank (Amstordam)v — 



Deposits 

1,311 

9,291 

Current accounts 

3,800 

27,697 

Easvereeniging (Amsterdam) — 

Deposits ... 

12,100 

20,570 

Current accounts... 

9,081 

23,129 

Ontvang-en Betaalkas (Amster- 

dam) — 



Deposits 

5,827 

11,808 

Current accounts 

1,785 

9,043 

Nederlandsche Handel Maatschap- 
pij— 

Deposits 

61,393 

132,687 

Current accounts... 

111,932 

271,900 


* The Raiffeisen Rank also books deposits under “ Creditors on 
current account.” 

t These figures refer only to the branches injHolIand. 
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End 1913. 

End 1914. 

End 1918. 


Florins. 

Florins. 

Florins. 

iscderlandsch-lndische Es- 




comp to Maatschappij* — 
Deposits 

14,706 

12,102 

21,225 

Current accounts 

8,784 

9,208 

42,383 


(e) Exchange Rates : — 

Nevr York parity . . 2 •487814 fl. = $1 

London parity . . .. 12*1071 = £l 


Quotations for Cable Transfer on New York and 
London : — 


— 

30th Jime, 
1914. 

30th June, 
4919. 

19th Sept., 
1919. 

19th Deo., 
1919. 

Cable transfer — 

New York 

2.491 

2.57f 

■ 

m 

London 

12.12ff 

11.83| 




4. The System oe Cuerency and Ban-king at Present 
IN Operation. 

(а) Permanent Alterations of the Pre-War System . — 
The Dutch currency and Banking system have under- 
gone no permanent alterations. 

(б) — (i) The Convertibility of Currency atid Bank Notes. 
— ^Before the War, the bank-notes of the Netherlands 
Bank could always, on demand at the Bank, be exchanged 
for legal tender currency ; at first this exchange took 


* The head office of this institution is situated in Batavia, so 
that the branch in Amsterdam has not the necessary figures at its 
disposal for making a comparison between June, 1914, and June, 
1919. 
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place in silver, vliile later gold was also used lor tins 
purpose. After tlie outbreak of war the Netherlauds 
Bank made difficulties about this, i.c., it gave no gold in 
exchange for banlc-nolc.s (ihi.- ha\nng been made possible 
by the Ctovernment issue of currency notes), since 
otherwise there would have been a danger of the precious 
metal being exisorted or used for other piu-])osc.s wliich 
would have weakened the position of the central credit 
institution. 

Currency Notes. — Currency notes are hieing recalled 
as silver is set free by the public for circulation. 

(ii) The Acccfdahility of Currency. — The legal tender 
currency in Holland is universally accepted at its legal 
value, and there is no diflerencc between the legal and 
custoTiiary acceptability” in Holland. 

(c) and (d) Official Control and Support of Foreign 
Eo:chanycs. — There are no restrictions in Holland on 
dealings in foreign exchanges, neither are the foreign 
rates of exchange officially supported in any way. 

An arrangement was made during the VVar mth the 
Banque Nationale de Belgique, by which the Nether- 
lands Bank accepted Belgian money at a fixed rate of 
47*75 fl. per 100 fr. for the account and risk of the 
Banque Nationale. The rate was subsequent]}’- lowered 
to the market rate, between 42 and 39-1 c. per franc. 

(c) — (i) Forms of Gurraicy in actual ttse. — The forms 
of currency in actual use in Holland are : — 

3Ietal Coins. 

Silver : Pieces of 2 fl. 60 c., 1 fl., 50 c., 25 c., and 10 c. 

Nickel : Pieces of 5 c. 

Bronze : Pieces of 2i c., 1 c. and A c. 

Gold is not now in circulation in Holland. 

Bank Notes. — ^All denominations of the Netherlands 
Banlr:-^10, 25, 40, 60, 100, 200, 300, and 1,000 fl. 
(Denominations of 500 fl. and 80 fl. cannot be counted 
among the notes ‘ in actual use.’) 

Currency Notes {issued by the Government). — ^Denomina- 
tions of 2 fl. 60 c. and 1 fl. 
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(ii) Edative Values. — ^Tlie relative value of the above- 
named forms of currency in Holland is entirely " in 
accordance rvith the legal regulations. As mentioned 
a’oove, there was for a time a premiurd on gold in 
Tfolland, caused by the demand for gold from abroad ; 
],ait in the autumn of 1919 gold was already being ofiered 
to Holland from abroad in small quantities and at 
comparatively favourable prices, and this circumstance 
is bringing the premium on gold which existed during 
the War to smaller proportions. 

(iii) Acceptability. — The above-mentioned forms of 
currency are accepted at their legal value. 

(iv) Issues of a Foreign Government. — There are no 
such issues in Holland. 

(/) Hoarding. — There is reason for supposing tiiat 
during the War-period gold and silver, as well as bank 
notes, have been hoarded by the public in Holland. It 
cannot, however, be ascertained to what extent bank 
notes and other forms of currency are still being kept 
back in an abnormal degree by the pubhc. It is fiudher 
not improbable that, as a. consequence of the uncertain 
state of afiairs, there are foreign holders in the countries 
adjacent to Holland of fairly large amounts of Dutch 
banlc notes, which are thus withheld from circulation. 

{g) Extent to ivJiich Trade is conducted by Barter oiving 
to refusal of payments tendered in Currency. — ^Direct 
barter of goods in exchange for goods in consequence 
of refusal of payments in legal currency has not taken 
place in Holland. 

• (7i) Any pending Currency Changes. — It is proposed to 
diminish the silver content of the silver currency in 
Holland, on accoimt of the rise in the price of silver. 

5. Factors affecting the Exchange Position. 

(a) Balance of Trade. — ^Before giving a short resume 
of Dutch foreign trade it should be mentioned that the 
trade statistics are not complete, as they do not com- 
prise aU articles ; several important export articles. 
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besides vegetables, condensed milk, live borses, &»., 
are not included. It should further be noted that the 
value of Dutch exports is understated, as in the trade 
returns the ' export value ’ does not give the price 
actuall)'' obtained from abroad by the exporter, but 
only the normal market price of the goods in 
Holland. For these reasons, the fi^e given in the 
following table for the escort trade is too low, and in 
consequence the import balance too high*. 



1917. 

1918. 

■ 

First 

half-year 

1919. 


Florins. 

Florins, 

Florins. 

Import 

796,610,000 

458,111,000 

802,340,000 

Export 

612,061,000 ! 

1 

156,331,000 

269,273,000 

..... 1 

Import balance 

284,449,000 

301,780,000 

633,067,000 


(6) Foreign Indebtedness . — Neither Holland nor the 
Dutch Indies have issued any foreign loans. 

(c) Inflation . — The amount of bank notes issued by 
the Netherlands Bank increased during the War to about 
three times that of the pre-War issue. This increase 
in the issue , of bank notes was largely caused by the 
importation of gold, -which took place from abroad for 
the adjustment of Holland’s favourable trade balance. 
The increase of the gold resei^^e is, therefore, the first 
effect of this importation, the increase in the issue of 
bank notes being only secondary. Commodity prices 
rose and there was inflation in that sense, but leading 
Dutch authorities maintain that the rise in prices was 


* The figures concerning Dutch trade before the War and for 
the years 1914-1916 cannot be used, as they were arrived at by 
the old statistical method, which was founded on a different basis. 
1917 is the first year for which statistics of Dutch trade were drawn 
up on the new basis. 
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duo net to excessive issues, of currency or credit but 
ratber to scarcity and decreased production of com- 
modities. 

In support of tliis view they advance the following 
considerations : — 

That the increased price of goods and of loans naturally 
entailed a considerable increase in the circulation of 
bank notes. 

That during the War cash payments largely took the 
place of credit. 

That a large quantity of bank notes is being hoarded 
by private individuals (as a kind of deposit note for 
money formerly placed on deposit account, which 'the 
exhaustion ‘ of cash reserves has made it impossible to 
replace), which quantity, therefore, has not appeared 
on the market and so did not go to increase the circula- 
tion of money. 

That, finally, it is highly probable that a very con- 
siderable amount of Du^h bank notes is being used by 
foreigners as an investment for their money. 

They conclude from these arguments that there can 
be no question of any depreciation of currency in 
Holland through inflation, and that the position of 
the Dutch florin on the world’s market has, therefore, 
not been injured by the increase in^the issue of bank 
notes by the Netherlands Bank. 

{d) and (e) Uncertainty as to Financial and Political 
Position are not factors which exercise any adverse 
influence on Dutch exchange. 

• • I 

6. The effect of Depreciated ahd Fluctuating 
E.xchanges upon International Trade. 

It is generally agreed that the abnormally adverse 
exchanges of certain foreign countries, while stimu- 
lating Dutch import trade, seriously hamper exports 
from Holland. This tendency is, however, not developed 
to its fullest extent, on account of the.inabihty of those 
countries whose exchange has most depreciated to 
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export at present in any great volume. 'J’Jie adverse 
rate of excJiange on America is of more particular 
imporl'ancc to tlie Dutcli Indies. 

ft is fiu’tlier agreed tliat the continuous fluctuations 
in cxcliange rates are a serious hindrance to \dsil:)Ie 
trade, and that stability in exchange at some level or 
other is of even gi'cater importance than the actual 
rehabilitation of depreciated currencies. 


7, Pp.opo.sals foe CuERENcy Pefoem and Impeove- 
iMENT OF Exchange Position. 

The situalion in Holland does not give rise to the 
necessity of any proposals for a reorganisation of 
the currency or the exchanges. 



CHAPTER Vn. 


Italy. 


Summary. 

Expansion of currency and credit in Italy during 
the War has very seriously diminished the purchasing 
power of the lira both at home and abroad. Attempts 
are being made to check inflation by the reduction of 
floating debt and by a capital levy : but in her efforts 
at reconstruction Italy is hampered by special disabilities 
which render the present currency and exchange situation 
particularly serious. Her dependence on foreign countries 
for raw materials accentuates the adverse balance of 
trade, and her reliance on foreign travellers and on 
remittances from emigrants exposed her to additional 
difficulties when" these sources of supply were cut off. 
The general result of these and other factors has been 
that the public debt of Italy is greater in proportion 
to the estimated pre-war wealth than in other 
victorious countries. In spite of a'^strict' control of 
exchange operations, the gold value of Italian currency 
continues to depreciate, and the need of foreign material 
is so great that the premium on dollars and sterling 
has not of itself produced the desired reaction towarda 
equilibrium in the exchange of goods and ^services. 

1. The Currency and Banking System before 
THE War. 

Italian currency circulating before the War consisted' 
of paper and small change. The paper currency 
consisted of : — ' 

; i (i) Bank Notes, issued by the Banca d’ltaHa, Banco 
di Napoli, , and Bhhco di Sicilia, in denominations 
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of 1,000, 500, 100 and 50 lire. The legal tender character 
of these notes is reneAved from year to year. They can 
be exchanged for other legal tender currency at the 
Institute of Emission, but the Institute has the option 
of paying for them in State notes or in metallic currency 
and of charging a premium for the precious metals. 
The banks of issue are obliged by law to accept all bank- 
notes at face value, but a bank of issue is hot bound to 
reissue the notes of another bank, though it generally 
will do so. The mutual redemption of notes is com-' 
pulsory every 10 days. 

(ii) Currency Notes, issued by the State in denomina- 
tions of 10 and 5 lire. The three banks of issue, whose 
monopoly extends until the end of 1923, were all under 
the supervision of the Government, and paid a proportion 
of their profits to the State. Their normal maximum 
circulation-'was fixed by law at 660 million lire for 
the Banca dTtalia, 200 million for the Banco di Napoli, 
and 48 million for the Banco di Sicilia. Any excess 
circulation above these limits had either to be covered 
by metallic reserves to the full face value of the excess 
issues, or, alternatively, was made subject to a pro- 
portional and graduated super-tax. But whenever 
interest-bearing deposits on current account exceeded 
200 milli on lire for the Banca dTtalia, 80 million for 
the Banco di Napoh or 25 million for the Banco di 
Sicilia, the normal limit of circulation was automatically 
reduced by an amount equal to one-third of the excess 
deposits. 

Within the maximum normal limits, bank notes 
had to be covered by : — 

(i) An irreducible minim um metallic reserve of 400 
million lire for the Banca dTtalia, 120 million for, the 
Banco di Napoli and 28 million for the Banco di Sicilia. 

(ii) A further reserve sufficient to bring the total 
cover up to 40 per cent, of the normal circulation. 
Three-quarters of the total reserve had to consist of 
gold ; one-seventh of silver coins ; the remainder 
might be held in foreign bills or foreign credits. 
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Bank N otes were legal tender, and were not convertible 
into gold,' but into Currency Notes. , 

Currency Notes were issued by the State to a maximum 
amount of 500 milKon lire, and have been inconvertible 
since 1894. 

Besides Notes, tbe Italian banks of issue may issue 
obligations payable at sight {but not to bearer), against 
a metallic reserve of 40%. They may also — 

(i) accept deposits on current account bearing interest. 

(ii) discount bills with\a currency of not more than 
four months, as well as Treasury biUs and warrants. 

(iii) make advances for not more than four months 
against securities of a specified type. 

(iv) purchase and sell bills of exchange, drafts and- 
cheques on foreign centres. 

(v) invest in securities issued or guaranteed by the 
State, within limits prescribed by Banking Law. 

■ The ofiicial discount rate is identical for the three 
banlis of issue, and cannot vary without the authorization 
of the Treasury. 


2. The Use made op Currency and Banking Credit 
TO Finance the Government during the War 

AND ITS EpPECTS ON THE CURRENCY POSITION. 

I I 

Since the outbreak of war the following among 
other emergency measures have been taken : — 

(i) The maximum normal circulation .of the banks 
of issue was doubled. 

, (ii) The maximum limit on the amount of Currency 
Notes to be issued by the State was increased from 
500 million lire to 2,300 million. 

(iii) Bank Notes of a denomination of 25 Ihe were 
issued after the outbreak of war, the smallest Bank 
Note until then having been for 50 lire. 
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(iv) The proportion of metallic ’ cover to be held 
by banks of issue against their sight obligations (other 
than Bank Notes) was reduced from 40% to 20%. 

(v) Silver was withdrawn into, the coffers of the 
State and ceased to be legal tender. Buoni di Cassa 
(Notes for 1 and 2 lire) were issued by the Treasury, . 
■within a maximum of 310 million lire, against the 
deposit of an equivalent amount of silver coin of 1 and 
2 lire ■ndthdrawn from circulation. 

(•vd) The regulation requiring a reduction of the 
normal limit of note circulation in case of an excess 
of deposits was abrogated. 

All these measures had the effect of expanding the 
currency issues for the sake of meeting the financial 
needs of the Government. 

The expansion of credit — ^and a consequent further 
expansion of the currency — was also resorted to ,in 
the follo'wing ways : — 

(1) The Govermnent borrowed 485 miUion lire at 
l^-% from the banks under the heading of ‘ Ordinary 
Advances,’ one-third of which is guaranteed by a 
metallic reserve. 

(2) The Government borrowed 5,651 million lire at 
under the heading ‘ Extraordinary Advances,’ 

no't covered by a reserve but guaranteed by Treasury 
Bills bearing interest of per annum. 

(3) About 1,800 million lire were lent by the 
Government n't a ra'te of 0-15% through public 
institutions, chiefly for food supplies, but partly for 
reconstruction. 

(4) 700 million lire were borrowed for the reorganiza- 
tion of the currency in occupied districts. 

(5) 700 million lire were lent against security to the 
Cassa dei Depositi e Prestiti, a Government institution 
for granting credit to municipalities and pro'dncial 
authorities. 
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3. Statistics, 

{a) Gold and Silver Holdings. 

(In Jlillions of Lire.) 



30.6.1914. 

30.6.1919. 

(i) Of the Treasury— 

Gold, in hand 

136*7 

17*6 

„ abroad . . 

— 

168*7 

Silver 

18*4 , 

200*4 

(ii) Of the Banks of Issue — 

Gold, in hand 

1,373*7 

1,037*0 

' ,, abroad.. 

— 

439*6, 

Silver 

116*7 

113*8 

Total 

1,644*6 

1,967*1 

(6) Notes in Oirculation. 

■ ■' (In Millions of Lire.) 


30.6.1914. 

30.6.1919. 

(i) Banks of Issue — 

IJIotes issued for bank- 

ing operations 

2,198*9 

4,254*9 

Notes issued for ad- 

vances to the Trea- 
sury 


8,026*0 

(ii) State Circulation — 

Currency Notes 

499*1 

2,271*3 

.Buoni di Cassa 

— 

251*4 

Total 

'2,698*0 

14,803*6 


The amount of foreign bank notes held by the banlfs 
of issue amounted on — 

Lire. 

30th June, 1914, to .. ' ' 549,149*97 

30th June, 1919, to 67,864,081*49 , 

Foreign banlc notes do not circulate in 'Italy. 

.(292) F 
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(c) Estimaie of the amount of gold and silver coin in 
the hands of the ‘puhlic. — Little gold or silver coin remains 
in tlie Lands of tlie public. Gold, did not circulate 
widely before tbe war and silver has now been witii- 
dra-\vn. The amount remaining wntli the public is, 
therefore, limited to hoards of one kind or another. 
A collection of gold coins was organized by decree 
during the war, but it yielded to the Banca d’ltalia 
little more than 2 million lire. 

j 

(d) Banh Deposits. 

In Millions of Lire. 

30.6.1914. 30.6.1919. 

Banks of Issue .. 1,044-6 2,510-4 

Other Banks .. 100-0 774-6 

Total .. .. 1,144-6 , 3,285-0 

To this total must, however, be added the estimated 
deposits in the hands of Popular and Co-operative 
Credit Institutions, Rural Banks, SaAungs Bamrs and 
Monti di Pieta, viz. : — 

Million Lire. 

On 30th Jxme, 1914 .. .. 6,450-8 

On 30th June, 1919 . . . . 9,339-7 

(e) Exchange Rates. 

31.12.11. 31.12.15. 3142,18. 

6-30 6-57 6-31 

25t87 30-99 30-31 


4. Thk System oe Guekency aistd Banking at 
Peesent in Operation. 

(a) Permanent alterations in the pre-icar system . — ^The 
banking system has not been changed. The chief 
alterations in' the currency system that 'are likely to be 


31.12.19. 

10-82 

44-87 


— Par. 

On New York 5-18 
„ London... 25-22 











pprmfinent are ; (i) the introduction of post ofl&ce money 
orders. 'J'heir use is being rapidly extended even in out 
of tiie vay districts ; (ii) an extension in the use of 
])r'^inissory notes, cheques and certificates of credit as 
currency. A recent decree requires circular cheques to 
have a backing of 20 per cent, in State securities. Any 
institution which intends to begin transactions with 
cheques or other equivalent titles, must in future obtain 
the prior authority of the Treasury to do so. 

The increase of circulation has been sanctioned by 
emergency legislation and the Government have shown 
their anxiety to re-estabbsh a sound position by drastic 
taxation and the issue of an internal loan, the proceeds 
of which are to be applied towards reduction of the 
floating debt of the Treasury and consequently of cir- 
culation. ^ 

(6) The convertibility and acceptability of currency and 
hank notes . — The currency, including the bank note 
issue, is practically under a regime of forced legal tender. 
But there has never been any sign of diminished accepta- 
bility, beyond what can be inferred from the increase of 
prices. 

' (c)' and {dy Official control and support of foreign 
exchanges , — Official control of the exchanges was 
during the war exercised by the ' Istituto Nazionale 
per i Cambi con I’Estero,’ in which’ 'fhe monopoly of 
the dealing in the exchange was vested by decree of 11th 
December, 1917. The Istituto began its operations in 
March, 1918, and exercised its functions through- the 
intermediary of the banks acting as its agents. The 
purpose was to put all dealings in exchange under one 
control and so to discriminate against demands for 
foreign currencies required for the payment of un- 
essential imports. No goods could be exported unless 
invoiced in foreign currencj'’, and the proceeds in foreign 
currencies could not be disposed of otherwise than to the 
Istituto ; no export was permitted by the Customs 
unless a certificate was produced, that the exchange had 
been sold to the Istituto. Since the Armistice the 

(292)' . f2 



84 


Currencies after the War. 

monopoly has been cancelled by a decree dated tbe 13tb 
May, 1919 ; the functions'.of the Istituto were reduced 
to the exercise of a control over a number of banks to 
which all dealings in exchange were entrusted tmder 
certain regulations. Exporters are still required to pay 
the proceeds of their exports in foreign cm’rency.to one 
of the authorised banks or institutions vnthin a given 
period. But they may retain such amounts as are 
required by them for the purchase of necessary raw 
materials abroad. By decree of the 24th July, 1919, 
freedom of importation is restored except for goods 
specified in a schedule annexed to that decree. 

(e) Forms of currency in actual use . — Currency notes 
are a legal claim on the Government ; bank notes are 
technically not, in so far as they are issued against gold 
reserves or commercial assets ; that part of the Banlr 
notes circulation which represents advances to the 
Government is, of course, backed by the Government’s 
credit. • 

(/) Boarding . — There may be a limited amount of 
gold hoarding in the South, especially in Sicily where, 
it is believed, hoarding may have existed long before 
the war, though not to any great extent. Some hoarding 
of currency and bank notes is supposed to have been 
practised by ignorant people, but more out of fear of 
taxation or a forced loan than for any other reason. 

{g) Barter . — It is not thought that any example of 
barter has occurred. Internal trade has been entirely 
effected by legal media ; external trade (viz., the adverse 
balance of it) had to be covered practically in its entirety 
by indebtedness abroad, the invisible exports of Italy 
(foreigners’ expenses and emigrants’ remittances) having 
been almost entirely stopped by the war. There should 
still be a certain amount of foreign securities to be dis- 
posed of, but this item has never been of great 
importance ; Italy has had no time to become an 
investing nation abroad ; since the time at which her 
'pre-war prosperity began, say 1900, she has repurchased 
very nearly aU her own indebteiiess placed abroad, 
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and wiien she was about to acquire some importance 
as an investor in foreign countries the war broke out. 
But for the war Italy would undoubtedly by now be a 
creditor nation as her power of thrift is great. 

Qi) Pending currency changes. — ^No changes in currency 
are Imown to be pending apart from the restoration of 
its value by reduction of circulation. 

5. Factoes Aepecting the Exchange Position. 

(a) Balance of trade.— Th.Q balance of trade is very 
adverse at present ; it should, however, rapidly be 
righted if world conditions at all approaching to 
normality are restored. 

(&) Foreign indebtedness . — Foreign indebtedness 
amounted at the end of 1919 to about £827,000,000. 

(c) Inflation. — It is difficult to give a figure represent- 
ing the depreciation of currency due to inflation. There 
is no theoretical standard for apportioning depreciation 
of currency between its factors which are chiefly : — 

(i) The balance of trade (or rather the financial 
balance). 

(ii) The quantity of fiduciary currency. 

(iii) Psychology. i 

(iv) Bad or good management of the exchange 
question. 

Although Italy’s balance of trade in her best pre-war 
years was adverse, and was only equalized by the excess 
of her invisible exports (foreigners and emigrants) over 
invisible imports (securities), and although her internal 
currency never was covered by more than 40 per cent, 
gold reserves, her exchange gradually recovered after 
the crisis of 1893 and maintained itself for years 
previous to the war round about par ; it was even 
over par at times. 

{d) Uncertainty as to the financial, and political 
position^ — ^The financial position of Italy is difficult but 
.by no means hopeless. The recent drastic fiscal scheme 
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of the Government was received cheerfully and should 
go a long way towards restoration of the finances of the 
State. 

There is unrest in Italy as elsewhere ; but it is not 
thought that there is any reason to fear serious political 
trouble. Political developments in 1919 have certainly 
exercised no important adverse influence on the exchange. 


6. The Effect of Depeeciated ahd Eluctuating 
Exchanges upon International Trade. , • 

An adverse exchange, even as adverse as the present 
exchange position in Italy, must not be reckoned as 
necessarily indicating a hopeless economic situation. 
The adverse exchange, though a serious impediment, 
carries its own remedies ; and in some respects, as was 
contended in the Anglo-Italian Review for December, 
1919, the results can be beneficial. It favours industrial 
restoration by stimulating export and checldng imports. 


7. Proposals for Currency Reform and Improve- 
ment OF Exchange Position. 

It appears to be recognized that a settlement of the 
indebtedness due to the war, a courageous policy for 
the reorganization of the internal currency and drastic 
taxation, international understandings as to credits 
coupled with a strong and capable management are in 
the long nm the real remedies. No violent rehabilitation 
of the exchange can be sought, but when the above 
objects have been secured, the rest can be left to 
natural adjustment. 



CHAPTER VIII. 


Norway. 


Summary. 

Currency expansion in Norway since the beginning 
of the tvar has been on as great a scalfe as in other neutral 
countries, and is attributable to the same causes. Note 
issues, banlt deposits and commodity prices have all 
risen to an unprecedented extent, and inflation ha's 
been attended by all its usual consequences, social and 
financial. Since the war Norwegian currency has 
depreciated in the foreign exchange market roughly 
to the same degree as sterling, mainly on account of 
the adverse balance of trade. It is imderstood that 
no currency reorganization is contemplated. 

1. The Currency and Banking System before the 

War. 

(а) Currency . — ^Norwegian currency is. based upon a 
gold standard, the monetary unit being the larone, and 
1 kg. of gold being coined into 248 pieces of 10 .kroner 
each. The Irrone is divided into 100 ore, and the princi- 
pal coins issued are gold pieces of 20 and 10 kronet, and . 
subsidiary silver coins in denominations of la?. 2, kr. 1, 
50 ore, 25 ore and 10 ore. Copper coins of 6 , 2 and 1 
ore are also issued. Gold coins are hardly seen in circu- 
lation as bank notes are used. The note issue is a 
monopoly of the Bank of Norway, which issues notes of 
the following denominations : Nr. 1,000, 500, 100, 60, 
10 and 5. For the privilege of issuing notes the Bank 
of Norway pays a percentage of its net profit to the 
State. The Bank is a private bank, but its Statutes and 
its Board of Directors have to be accepted by the State. ; 

(б) Banking . — ^The Bank of Norway bad the right 
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before the "War to issue notes of a total face value 
amounting to 40 million Icroner more than tbe sum 
of tbe gold and foreign balances held by tbe Bank 
at any time. Any issues beyond tins maximum bad 
to bo notified to the Treasury, and were subject to a 
special tax. 

Private banking is not subject to State control, nor 
to any restrictions of banldng law, except that per- 
mission is required for tbe opening of new banks or 
for increasing tbe capital of existing banks. Savings 
banlvs are under State control, and are governed by 
special legislation. Certain mortgage banlcs and similar 
institutions have been foimded by tbe State to encourage 
building. 

At tbe beginning of 1919 there were 209 Joint Stock 
Banks in existence in Norway. Few banks in Norway 
have branches. 

2. The Use SIade of Oureen'cy Issues . and Bank 
Credit to Fin.ance the Govern.aient during the 
War. 

During tbe war tbe State borrowed 700 million 
Irroner, of wliicb 485 millions were lent by Norwegian 
banlvs, and only 225 millions were raised by public 
subscription. 

Tbe note circulation, which stood at 107 miUion 
Icroner at tbe end of 1913, and at 134 millions at tbe 
end of 1914, had risen to 433 milbon kroner by June 30, 
1919. 

Retail commodity prices bad risen more than 180 per 
cent, between July, 1914, and September, 1919. 

3. Statistics. 

(a) Gold held by the Banh of Norway : — 

On June 30, 1914, . .. 44 million kroner 

, On June 30, 1919. . .. 148 „ 

Tbe stock of silver is of no importance, silver being 
used only for subsidiary coinage, and not being held 
as part of tbe reserve. ■ , . 



89 


Norway. 

(h) Bcnh Notes in Circulaiion : — 

On June 30, 1914. . . . 124 million kroner 

On June 30, 1919. . .. 433 ,, 

Xo notes but those issued by the Bank of Norway 
circulate in the country. 

(c) Deposits : — 

Jan. 1, 1914. Jan. 1, 1919. 

Banlv of Norway 13 mil. kr. 127 mil. kr. 

Joint Stock banlfs 592 ,, 2,700 „ 

, Savings banks . . 606 „ 1,500 ,, 

1,211 „ 4,300 „ 

{(I) Selling Rates of T.T. on : — 

Par. 30.6.14. 30.6.19. 19.12.19. 

London 18-16 .. 18-26 .. 18-48 .. 18-60 
New York 3-73 .. 3-74 .. 4-04 .. 5-07 

The fluctuations of Norwegian kroner in foreign 
exchange have corresponded closely to those of sterling. 


4, The System oe Currency and Bankjnc at 
Present in Operation. 

(a) Permanent Changes of the Pre-War System . — There 
have been no essential changes during the war in regard 
to Norwegian currency and banking. The chief modifi- 
cations of the pre-war system are : — 

(i) The amount of the tax-free note issue of the Bank 
of Norway was extended from 40 to 70 million kroner 
beyond the total of gold and foreign balances held by 
the Bank. 

(ii) The import and export of gold was restricted. 

(iii) Notes may now only be converted into gold if 
a declaration is made that the gold so obtained not 
be exported. ' 

It is not anticipated, however, that any of these 
changes wiU be permanently-maintained. 
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(&) Acceptahility. — The acceptability of the notes has 
never been questioned. 

(c) and (d) Official Control and Support of Foreign 
Exchange. — ^There has been no such control or support 
beyond the restrictions imposed on the import and 
export of gold referred to above. 

(e) The Forms of Currency in Actual Use. — No currency 
circulates except that •svliich has been mentioned above. 

(/) Hoarding. — Hoarding has only taken place to an 
insignificant extent. 

{g) Barter. — Proposals have been made for barter with 
Germany : there has been no occasion for barter in 
internal trade. 

{h) Fending Currency Changes. — No currency changes 
are knowp.to be impending. 


5. The Principal Factors Apfecting the Foreign- 

Exchanges. 

The balance of visible trade is adverse to Norway, 
but the profits on shipping are considerable. Foreign 
indebtedness has probably been considerably diminished 
since 1914. The index numbers of prices in Norway 
are an indication of the depreciation of the currency ; 
but the foreign exchange situation is not adversely 
affected by financial or political uncertainty. 



CHAPTER IX. 


Russia. 

SimrABY. 

At least ei glit diSerent sorts of paper currency now circu- 
late in.Riissia proper. Eacii of tliese is differently valued 
in different places, and none of tliem lias any fixed or 
determinate value abroad. Banking has been national- 
ised and the printing of notes is admittedly resorted to 
by the Soviet Government for the purpose of balancing 
a budget which, at the present rate of progress, is 
doubled about once every six months. Foreign debt, 
inciuTed before and during the War, would involve an 
annual charge of at least £100 millions for interest. 
The State debt rose from 9*3 milliards of roubles 
in 1914 to 33*6 milliards at the beginning of 1917, At* 
that date the note circulation amounted t(^ over 9 
milliards against 1,175 million roubles of gold feseiwe'; 
to-daj^ it probably exceeds 100. milliards, and a very 
large proportion is hoarded. 

Exchange cannot be said to exist, as the foreign trade • 
of Somet Russia has come to a standstill. Internal 
trade can in many cases no longer be conducted even 
by barter. 

, If any re-organisation of currency is to be attempted, 
it. will - probably have , to start afresh from the. 
beginning. 

1. ThO;!. CUERENCY AlfD. .SySTEM, BEFORE .Tjfe 

, ... \ ' -wijB. ,. 

When War broke out' in 1914, RnssiaU currency, wiu%h’^ 
consisted principally of notes and a smalP amount of 
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gold coin in actual circulation, was in a sound C(;ndition, 
and the countrj^ v.-as equipped with a banking system 
which, though not wholly reliable, was well enough 
suited to the needs of her agriculture and her small, 
but new and growing, industry. 

The rouble was in origin a coin containing 2 ~ 7 -^ grains 
of fine silver, so that its value was almost exactly that of 
five-eighths of an ounce of standard silver in London. 

The issue of inconvertible notes during the Crimean 
War brought its value down to 30d. and subsequently 
the effects of further inflation during the Turldsh wars 
and the world fluctuations of silver, brought its ex- 
change value dovm to 24d. During the eighties it 
recovered to about 28d., but partial 'failure of the 
crops in 1891, and consequent prohibition of grain 
exports, brought it doum to 22(Z. Thereafter the 
currency tvas put on a gold basis, and by 1914, chiefly 
as the result of the regime of hi. Witte, the rouble had 
acquired stability both at liomc and abroad at the 
level to which it had been devaluated, namely, an 
equivalent of 9*45 roubles to £l gold. The emancipa- 
tion of the serfs and consequent changes in the pro- 
prietorship of land had made necessary a double system 
of land banks for both landlords and peasants, which 
was worldng successfully. The right of note issue was 
confined to the State Banlc, which at the outbreak of 
War held a gold reserv'e of 1,G03 million roubles against 
its then note circulation of 1,6G3 milhon roubles. The 
size of this reserve in relation to the note circulation 
may appear surprising, but it should be borne in mind 
that the collapse of the rouble after the Crimean War 
was only slowly remedied, and that J\I. de Witte had a 
hard task to restore the confidence of foreigners in 
Russian money. The subsequent history of this gold 
reserve is referred to below. 

The gro-^vth of industry in the western towns of the 
Empire since 1900 had been accompanied by an increase 
in the resources and activity of private and joint stock 
banks. All the principal towns had branches of private 
banks as well as of the State Banlc ; three or four of the 
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Bussian banks bad branches abroad and, to give an idea 
of the scope of their operations, three of the principal 
institutions had together in 1916 253 branches, capital 
and reserves of 218 and deposits of 3,860 iniUions of 
roubles. German influence had played a considerable 
part in the early days of these banks and was stiU 
powerful in some cases in 1914. A few of these banks 
enjoyed first-class credit all over the world, but many 
were content to attract deposits by ofiering high rates 
of interest in the country and to use these deposits for 
speculation in industrial securities on the Bourses ; the 
peasantry had not generally acquired the banking habit. 
The State’s debt in 1914 amounted to about £930 milhons. 
The State also had habihties as guarantor for interest on 
railway debentures. The bulk of the State’s debt was 
held abroad, chiefly in France — and the trade figures for 
1912 consequently showed an excess of visible exports 
amounting to 37 millions (compared with 23 noilhons in 
1895). 

2. The Use Made of Currency and Banking Credit 
TO Finance the Governtment during the War 
AND its Effects on the Currency Position. 

Owing to the weU-known but exceptional violence of 
the pohtical changes which have taken and are taking 
place in what before the War was the Bussian Empire, 
a summary of the financial measures taken on behalf 
of the Government cannot be scientific. From August, 
1914, to March, 1917, the pohtical condition of the 
country was, broadly, unaltered. But the Empire had 
lost by invasion the industrially advanced province of 
Poland, and by the decision to suspend the sale of vodka 
the State lost a valuable source of revenue from this 
monopoly, which in 1911 produced nearly 28 per cent, 
of the Budget receipts. During the War, there were 
some attempts to raise internal loans, and large sums 
,were borrowed from abroad. Thus the State debt 
had risen from 9*3 milliards of roubles in 1914 to 16*7 
piilhards in January, 1916, and to 33*6 milhards by the 
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beginning of 1917. At the latter date the gold reserve 
bad fallcii to 1,175 million roubles, while the note cir- 
culation (always the stand-by of Russian finance during 
a war) had increased to 9,103 millions; i.e., it had 
roughly been multiplied by five ; further, the balance 
of trade had become unfavourable to Russia to' the 
extent, in 191G, of 75 millions sterling. Tlie rate of 
exchange had, however, not depreciated proportionately 
at this date, thanlcs in part to the pre-existent Chancery 
of Credit system (under which Russians selling goods 
abroad had to accept paj’ment in roubles from the 
Russian Govermnent, to which they handed the foreign 
monies they had received in the first instance). Other 
factors which helped to sustain the exchange value of 
the rouble were the credits given to the Russian Gov'ern- 
ment abroad by the Allied Governments (including 
£5G8 milhons by England) and some private credits 
arranged by banJeers abroad for the Russian banlvs, 
including about £8 millions drawn on London accepting 
houses and banlis. These factors had largely neutralised 
the effect of the inflation of the rouble circulation and 
the closing of the Dardanelles to Russia’s principal 
export, wheat from the South. Thus the price paid 
for £l sterling had in this time only risen from about 
10 to about 20 roubles. 

In March, 1917, came the first revolution, which was 
marked, financially, b}’ more rapid inflation of the 
currency and a great deal of domestic speculation.' In 
November, 1917, the Bolshe^^ks obtained supreme 
power. Various portions of the old Russian Empire, 
representing, with Siberia, about one-quarter of the 
whole population, broke away from the centre (now, 
after many years, once more Moscow), and round 
the "White and Black Seas, as well as in Siberia, 
Governments hostile to Moscow were estabhshed. The 
Bolshevik rulers, first from Aveakness and finally out of 
set purpose, pursued a pohey of rapid inflation of the 
currency, and aU connection with a gold standard was 
completely abohshed — ^part of what gold remained 
having been remoA'-ed by the Germans after Brest 
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Litovsk. .By the terms , of. the Armistice of 1918, Ger- 
many was compelled to hand over this stolen gold, 
which had already figured in the Reichsbahk’s weekly 
returns, to the Allies for' safe custody on behalf of a 
reconstituted Eussia., The present position in regard 
to this gold, the remains of the Eussian State Bank’s 
Own gold reserve, a small'amount of Eoumanian gold, 
and the foreign balances claimed by the Eussian State 
Bank from pre-Bolshevik times, is a legal question of 
some obscurity. 

; The circulation of Eussian roubles, which at 9 milli ards 
at the beginning of 1917 had caused alarm, w;as largely 
increased during the Kerensld regime, so that the rate 
of' exchange fell from 20 to 35, and the circulation had 
risen to 18 milhards. On 31st October, 1918, it was 
50 milliards, and on 1st January, 1919, the Bolsheviks 
officially gave the figure as 55 milliards. On 30th June, 
1919, it was ofiicially given as 70 milliards, and unoffici- 
ally but competently estimated at 85 to 100 milliards, 
including forgeries. It is now increasing at the rate of 
40 milliards a year. ISTor does .this give a full account 
of what has taken place. For, according to the Bol- 
shevik organ Pravda, economy of notes has been rendered 
necessary by the perpetual absorption of the output of 
notes by the peasant sellers of foodstuffs, who can buy 
hardly any of the tools which they need owing to the 
breakdown of importation, transport and domestic 
production, and this economy ^fias been obtained by the 
“ partial abolition of money payments between Govern- 
ment Departments, and the/partial payment of State 
employees in kind.” / •- 

. [^rther, there are numerous issues of local currency 
in addition to those made by the various anti-Bolshevik 
' Governments at Omsk, Tiflis, Archangel and elsewhere. 
Coupons of War Loans are also legal tender, and even 
the scrip, of these loans may be used to make settlements 
between Governmental and ' semi-Goyernmental insti- 
tutioi^. ^ . 

It may be useful here to give a list of the various forms 
of paper money now in circulation in Eussia, amounting 
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in the autumn of 1919 to perhaps 100 milliards oi 
roubles : — 

(«) ‘ Tsar ’ or Koinanoff notes, about 9 milliards 
genuine and an unknown quantity’ forged ; this is an 
issue of the State Bank and beautifully printed. 

(b) 'Duma’ notes of 1,000 and 250 roubles, also a 
note of the State Bank, issued between i\rarch and 
November, 1917, and well printed. About S milliards 
genuine and an unknown quantity forged. 

(c) ‘ Kerenslds,' called by tlie populace ' beer labels,’ 
issued first by the Kerenski and now by the Bolshe\’ik 
Governments. Small pieces of bad papef, khaki or 
green, inscribed in red with the statement that they 
represent 20 or 40 roubles. 

(d) The new notes of the Bolshevik Govenunent. 

(e) Stamps, bearing on the back, in place of the gum, 
the legend that they are legal tender. 

(/) Treasurj’ bonds of the Omsk and Archangel 
Governments, bearing interest, used as legal tender in 
the areas controlled by these Governments. iVlso a 
currency printed at Tiilis. 

(g) Local issues made by branches of the State Banlc 
on the instructions of local Sovdets {e.g., the Archangel 
' walrus ’ notes issued before North Kussia disowned 
the Bolsheviks). 

(7i) The North Russian currency, based on a resers’c 
at the Banlr of England, and referred to below. 

For a short time after the Bolshe^•ikB came into power 
scarcity of actual rouble notes in foreign centres and 
certain operations, political in origin, by foreign Govern- 
ments in Russia itself, maintained the rate of exchange at 
about 40 to £l, though the real value was not half that. 
Thereafter, economic laws asserted themselves, and, 
though in certain places a buyer of Tsar notes (on 
which sentiment has placed a premium) will only be 
able to get 120 such roubles for £l, transactions have 
taken place in Kerenski ‘ beer labels ’ at 1,600 to the 
pound. 
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As was indicated above, this depreciation of the 
' cujrenoy is now regarded with favour by tbe Bolshevik 
Government, which in June, 1919, decided to intro- 
duce a new note issue of its own (having hitherto 
relied on reproduction of old types of notes). Accord- 
ing to the latest available reports, these notes are 
regarded .by the populace as even more worthless than 
their predecessors, which are in consequence being 
driven out of active circulation to some extent. These 
notes are apparently little difierent from food tickets, 
and it is the pohcy of the Government to educate the 
proletariat to dispense with money, the symbol of 
capitalism, altogether. Meanwhile, budgets are intro- 
duced half-yearly which are admittedly unrehable, 
and each of which is about double its predecessor. That 
for the first half of 1919 showed estimates of expenditure 
amounting to 50 milliards of roubles and revenue 
amounting to 20 milhards including about 4 milliards 
from taxes. The balance was to be met by the printing 
of notes. 


3. The System of Cukrency and Baneing at present 

IN Operation. 

Ihom what has been said above, it will be apparent 
that no detailed comparison of Russian finance in 1914 
and 1919 is possible on the lines of the information 
obtainable about such countries as Trance, Italy, or 
even Germany. If the Bolshevik Government persists, 
even -in a modified form, money and banldng in the 
conventional sense will have largely ceased to exist by 
the end of 1920. Any foreign business which Soviet 
Russia proposes to-day it apparently intends to do by 
barter. Proposals of this sort had already been made 
to Sweden in August, 1919. The banlrs, including after 
an interval the Co-operative or] Moscow Narodni Bank, 
having been nationahsed,^aU exchange in Russia would 
be controlled by the State. 

(292) 


a 
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. The collapse of Russian currency is too complete to 
render any detailed analysis of value. Gresham’s lav; 
has long since driven aU metalhc currency out of cir- 
culation. In some districts there is a premium on one 
type of note, in others of another. But notes of the 
Tsar regime stand everywhere at a premium over all other 
issues and are also regarded less unfavourably abroad. 
This premium does not appear to be based on any sound 
economic cause, for the Bolshe^nks have printed Tsar 
notes in large quantities, and bundles of these notes, aU 
vuth the same identification letters and numbers, are to 
be met with. But the fact is of importance to those 
who may ever have to reconstruct the rouble ; for 
in currency matters thinking often makes it so, and 
the Russians really do think Tsar notes are worth 
more than others. 

The forfeign trade of Soviet Russia can hardly be con- 
sidered here, owing to the pohtical anomalies of the 
relationship of that country to the rest of the world ; 
broadly speaking, baiter is the only basis. Within the 
Soinet area barter fails, because the towns have nothing 
to offer the peasants. The latter no longer come into 
the towns looldng for work and offering goods, but 
remain at home and grow what food they need them- 
selves. Their stockings are filled with unprecedented 
quantities of notes, received as compensation for their 
property expropriated in the earher days of the Revolution. 
Examples of barter need not be given ; it is sufficient 
to refer to the appeals officially issued by Lenin to the 
industriahsts of the ‘ Centro-Textile ’ and other State 
trusts to increase production in order to provide a stock 
of manufactured goods to barter against the peasants’ 
wheat. The experiences of the Alhed troops in North 
Russia in regard to the uselessness of ordinary currency 
and the value of cigarettes, &c., only confirm what is 
admitted by the Bolshevik Government. 

It should be added that General Denikin’s Govern- 
ment began in 1919 to ship go'ods consigned to its agent 
■in England, the financing of the transaction in Russia 
being presumably handled by General Denikin, 
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4. I’actoes affecting the Exchange Position. 

Considerations of Eussia’s foreign exchange system 
are also dominated by the anomalies and uncertainties 
of the pohtical situation. The depreciation of currency, 
and uncertainty as to Eussia’s financial and pohtical 
stabihty, cannot be exaggerated. If the Eussian 
Government were to acknowledge its foreign debts the 
annual charge for interest thereon would amount to at 
least £100,000,000 or three times the amount of the 
Eussian pre-War excess of visible exports. Any revival of 
Eussia’s exports would also have to be preceded by 
heavy importations of agricultural and other machinery 
for which a minimum of foreign credit equal to about 
50 millions sterhng would be reqmred. This credit 
would have to be regarded as a definite addition to 
Eussia’s deadweight of debt abroad, and it would only 
be after the relative goods had been distributed tha. it 
would be worth while resuming normal trade. This 
trade in its turn would probably have to begin with at 
least the normal amount of imports into Eussia, against 
which Eussia’s principal exports are wheat, flax, timber, 
oil, metals, hides and butter, all of which command a 
ready market at high prices — ^if they can be exported. 


5. The effect of Depreciated and Eluctuating 
Exchanges upon International Trade. 

Eor all practical purposes Eussian ‘ exchange ’ no 
longer exists, and the problem of the efiect of the 
fluctuation of the value of the rouble upon international 
trade has ceased to occupy the minds of commercial 
and financial authorities. 

Those who are not prepared to accept Lenin’s view 
that Eussia’s future foreign trade must be done by' 
exchange: of goods between Governments concern them- 
selves with schemes for reconstituting the rouble or for 
creating a completely new currency. 

(292) g2 
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G. Proposals tor Currency I^eeorm and Improvk- 
JIENT of lilXClIANGE PoSITlON. 

An e>q:)eriincnt lias actually been made for reorganising 
in part Hussia’s currency and foreign exchange, namely, 
that de\dsed by Mr. Keyno.s of the Brilish Treasury, 
and actually put into force in 1918 in North Bussia. 
This experiment, of more importance potentially than 
actually, is described in the Economic Journal for 
September, 1919. It consisted of an Emission Cais.se 
issuing notes on the very censerwative basis of a 
reserv'e of 75 per cent, of foreign money, the notes 
being convertible into foreign money on the basis of 
this reserve and vithout guarantee from a foreign 
government. Reference should also be made to the fact 
that before depreciation had gone nearl}' so far as it has 
now gone, , several proposals were made for the forma- 
tion of a foreign or inter-allied bank", ha^^ng the right 
both to receive deposits (and thus curtail inflation) and 
to issue its own notes, with or without a foreign or 
inter-allied guarantee. These proposals have not been 
revived in the present condition of Russian currency. 
It should also be said that in North Russia, in 1918, 
the provisional Government made a proposal that it 
should be empowered to issue notes guaranteed by the 
Allies against security of forest rights to be given to the 
Allies ; and other similar proposals have been discussed. 
To all these the objection apphes that, if the notes were 
really of value, they woidd at best provide a means for 
foreign trade, but for internal purposes they would be 
rendered useless by Gresham’s law. Judging by the 
actual operation of the same law in Russia itself, it would 
seem that the ordinary Russian is of opinion that, if 
the Bolshevik Government Avere OA’-erthroAvn, all cun’ency 
except .the . ' Tsar ’ and perhaps the / Duma ’ notes 
would be left out of any revaluation scheme. If Russia 
were thus restored to a pre-Bolshevik position in cur- 
rency, she would, find herself with a gold reserve of about 
110 millions sterhng and a genuine pre-Bolshevik note 
issue (excluding ' beer labels ’) of say about 16 milhards 
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of roubles.' In addition, ber forged ‘ Tsar ’ and 
' Duma ’ notes could bardly in practice be distinguisbed 
from tbe genuine, so that tbe difficulty of giving tbe 
rouble an intrinsic -value of even 6d. would be con- 
siderable, even with a very low proportion of gold 
reserve. 

Tbe general conclusion of those wbo bave studied tbe 
whole subject seems to be that reform of tbe currency in 
Russia can only proceed side by side with an extension 
of credit {e.g., 50 millions sterbng, or tbe equivalent in 
debars) for tbe import into Russia of tbe machinery, 
&c., which tbe inhabitants need, ns a minimum, before 
they can really settle down to work once more. 


CHAPTER X. 


Spain- 


Summary. 

The gold held by the Bank of Spain has increased 
by over 300 per cent, duxing the War. The volume of 
notes outstanding is less than double what it was in 
1914, and the metallic cover held against these notes 
stands at more than 80 per cent, of their face value. 
Such extension of credit facilities as there has been is 
due in largo measure to the loans gmnted to the Allied 
Governments. Commodity prices have risen and are 
now a source of dissatisfaction : but the general financial 
position of the country is stronger than might appear 
from the annual budgetary deficit, and it has been im- 
proved during the War. Spanish currency is now selling 
at a premium in nearly every foreign financial centre. 
The banking system is capable of great extension if the 
pubhc could be induced to avail themselves of its 
facihties. 


1. The Currency and Banking System before the 

War. 

The Spanish currency system which was in force at 
the outbreak of the War is based upon the Act of the 
19th October, 1868, which established the peseta as 
the monetary unit of the country. The Act provided 
for the issue of legal currency coins in gold of the value 
of 100, 50, 20, 10, and 5 pesetas, and silver coins of 
5 pesetas (also known as a duro, or dollar), 2 pesetas, 
1 peseta, peseta and 20 centimes, while there are also 
copper coins of the value of 10, 5, 2, and 1 centimos. 
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Tlie monopoly of coinage was retained by tke Govern- 
ment only in the case of certain of the silver and copper 
coins, tbe general public at first being allowed to present 
gold and silver to tbe Mint for coinage ; but at a later 
date tbis concession was withdrawn, and in 1901 tbe 
Spanish Mint was definitely closed against^all such 
free coinage. 

As regards tbe paper money of tbe country, there is 
no actual Government note issue' ; banlc notes issued by 
tbe Banlc of Spain payable to bearer are convertible 
into silver on demand and are legal tender : but other 
notes are neither , legal tender nor convertible. As a 
matter of practice all bank notes are readily accepted 
in daily commercial transactions and even in tbe 
smallest hamlets they are as highly regarded as was 
previously the gold coinage of the country. 

The Spanish banldng system prior to the War was 
based upon the French system of sole emission, the 
Banlc of Spain having the sole right of issuing bank notes 
to bearer. • This institution is a joint stock company 
with a capital of 150 , 000,000 pesetas, and it works under 
the direction of a Governor and two' Sub-Governors, 
who are nominated by the Finance Minister, and of an 
Administrative Council elected by the shareholders. 
For many years past the Bank of Spain has acted as 
banker to the State, and in this capacity it originally 
granted to the Spanish Government an advance of 
75 , 000,000 pesetas, which was increased to 150 , 000,000 
pesetas in August of 1918 . This exhausts the legal 
borrowing powers of the State from the Banlc ; but in 
actual practice the Treasury overdraft has on various 
occasions exceeded the maximum amount mentioned, 
and, the Bank of Spain still retains in its possession, 
souvenirs of past unprofitable expenditure by the 
Sta^te which it has financed, in the shape of promissory 
notes issued by the Treasury for a value of 100,000,000 
pesetas, while it also holds a further 344 , 500,000 pesetas 
of Spanish Pubhc Debt. ,The Bank before the War 
had the right to issue notes up to the maximum amount 
of 2,000,000,000 pesetas (since increased to 4,000 000 000 
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pesetas), guaranteed by metallic reserves, in tbe follow- 
ing form : — 

(Millions of pesetas.) 



Gold. 

Silver. 

t 

Up to 1,200 millions 

•' 200 

200 

From 1,200 to 1,600 millions 

120 '.f; 

60 

From 1,500 to 2,000 millions 

250,7, 

100 

Total 

570 

360 


Apart from tbe Bank of Spain tbe ^ only ‘ official ’ 
institution in tbe kingdom is tbe Spanish Mortgage Bank, 
wbicb bas tbe exclusive right of issuing guarantee 
warrants (Cedulas) to bearer. All tbe other banks of 
tbe countiy, e.g., tbe Bank of Bilbao and tbe Banlc of 
Barcelona, are of a private character. It may here be 
recalled that since tbe commencement of tbe War bank- 
ing in Spain bas experienced a new development as a 
result of tbe establishment there of branches of some of 
tbe Engbsh institutions. 

2. The Use made op Currency and Banking Credit 
TO Finance the Government during the War 
AND ITS EFFECTS ON THE CURRENCY POSITION. 

Spain was not an active participant in tbe War, but, 
notwithstanding this, special expenditure of a’ national 
character was involved by tbe existing conditions and 
special measures bad to be taken to provide for this 
expenditure. Beference bas already been made to tbe 
additional credit of 75,000,000 pesetas obtained by tbe 
Goverriment from tbe Bank of Spain, while tbe floating 
debt was largely increased until it was absorbed by one 
or two Consob’dated Loans issued during tbe latter, part 
of tbe War period. At tbe end of March, 1914, tbe 
Spanish floating debt amounted to 237,500,000 pesetas, 
wbicb, after a series of renewals, reimbursements and 
new issues, has' now entirely disappeared, having been 
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coH verted by means of the Consolidated Loans, the first 
of v.-hicli (issued in March, 1917) elfected a reduction in 
tlie floating debt of 721,000,000 pesetas, and the second 
(placed in June of 1919) a reduction of 1,173,000,000 
pesetas. As a further consequence, the Spanish Public 
Debt Ti'as increased by approximately 2,684,000,000 
pesetas, of which 1,028,000,000 pesetas (nominal) was 
in the form of 5 per cent. Bonds running for 50 
years and the balance in 4 per cent. Perpetual Debt. 
The National Debt of Spain stood at approximately 
12,432,000,000 pesetas in the autumn of 1919. 

There were no new issues of gold coin during the 
War period, the Eoyal Mint not being in a position to 
deal with the large amounts of foreign gold which 
were imported into Spain during the five years. For 
this reason, and in view of the fact that the only foreign 
money which is legal tender in Spain is that of the Latin 
Union, the gold imported was stored in the vaults of 
the Bank of Spain, where it ser\’’ed a useful function as 
cover for the banlc notes, the issue of which increased 
very greatly during the War period. 


3. Statistics. 

(a) Gold and Silver Holdings of the Government or 
Central BanJc. — The following table shows the position 
of the Bank of Spain on the 30th June, 1914, and the 
30th June, 1919 : — 



30th June, 1914. 

30th June, 1919. 


Pesetas. ' ■- 

Pesetas. 

Gold in hand j 

■ 631,601,879 . 

2,271,239,536 

Silver in hand 

731,003,124. . 

656,533,226 . .• - 


It ydU be noted, that during the five years the stock 
of gold in the Bank of Spain has increased by over 
1,740,000,000 pesetas, or, a- growth of about 325 per 
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cent, of tlie pre-War total. The silver holding shovrs 
a slight contractionj vrhich, however, is comparatively 
neghgible, and taking the comparative figures of gold 
and silver together, it will be seen that the net increase 
in the Bank’s metallic stock during the five years was 

1.665.000. 000 pesetas. This (as is shown below) com- 
pares vdth an increase of 1,624,000,000 pesetas in the 
note circulation between the middle of 1914 and the 
30th June, 1919, so that the expansion in the note issue 
in this period was fuUy covered by gold, peseta for 
peseta. 

(5) Circulation of Home-Currency Issues and Banh 
Notes . — In 1914 the amount of notes issued, was 

1.892.000. 000 pesetas, but the total has now grown to 

3.516.000. 000 ^Desetas. This increase in the currency 
was in part due to the granting of credits to Trance 
and the United States — a matter to which reference 
is made on a later page. On four separate occasions 
the Government gave authority to the Bank to increase 
its maximum note issue. The first of these was 
on the 5th August, 1914, immediately foUovdng the 
outbreak of War, when it was provided that the cir- 
culation between 2,000,000,000 pesetas and 2,500,000,000 
pesetas should be guaranteed by a special holding of 

500.000. 000 pesetas in specie, though whether in gold or 
in silver was not specified. On the 10th March, 1917, the 
maximum issue was further increased from 2,500,000,000 
pesetas to 3,000,000,000 pesetas. On the 6th August, 
1918, it was further expanded to 3,500,000,000 pesetas, 
and on the 2nd January, 1919. to 4,000,000,000 pesetas. 
The increase in the authorised note circulation in 1918 
was not granted very readily by the Government. In 
the summer of that year the note circulation had 
reached to within a few million pesetas of its existing 
limit and apphcations made by the Bank of Spain to 
the Government for further extension had an - un- 
favourable reception. In order to prevent the issue 
exceeding the amount authorised, the Bank of Spain 
immediately availed itself of the right to pay in silver, 
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and vaLicles of all descriptions, from motor cars to bullock 
wagons, vrere utilised for the transport of varying amounts 
r*i' silver coin, the weight of which, of course, frequently 
became a source of embarrassment to the casher of 
cheques. After a few weeks of considerable inconveni- 
ence to the trading community the Government gave the 
necessary authority for an increase in the note issue, but a 
restriction was placed upon the amount of the new issue 
which could be apphed to the purchase of foreign gold 
coin. During the period 1916-1918, the Bank of Spain 
lowered its b^uying price of gold coin to substantially 
below par, and for some considerable time the Enghsh 
sovereign was received at the Bank of Spain at 24 '75 
only, instead of 25*22', this representing a discount of 
about 2 per cent. On United States gold dollars the 
arbitrary discount estabhshed by the Bank of Spain 
was even greater, namely, about 6| per cent., the buying 
price being lised at 4*85. As a consequence of this 
discount to which foreign" gold coin was made subject, 
means were sought of evading the Bank of Spain’s 
regulations, and to this end arrangements were entered 
into between the respective governments, by means of 
which British gold was exchanged for 20-fr. pieces 
by the Bank of France, these 20-fr. pieces being then 
transported to Spain, where they were exchanged at 
par, namely, 20 pesetas for 20 fr. In the opinion of 
many experts the reduction in the buying price of gold 
by the Bank of Spain added still further to the difl&culties 
wiiich that country encountered dming the War in 
carrying on its international trade. 

Against all the issues above referred to the Bank 
was required to hold a correspondingly larger metallic 
reserve. As a consequence of this provision and of 
the very large import of gold, the metalhc cover against 
bank notes in circulation, which on the 30th June, 
1914, was 66*72 per cent. (28*09 per cent, being in 
gold and ‘38: 63 per cent, in silver), had increased by the 
end of June, 1919, to 81*79 per cent. (63*73 per cent, 
gold and 18*06 per cent, silver). 
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(c) Estimates of Amount of Gold and Silver Coin m 
the hands of the Public . — It is impossible to estimate, 
even approximately, the amount of tlie gold coin in 
the hands of the Spanish public. 

(d) Bank Deposits. — ^The deposits of the Bank of Spain 
and the other banks of the country at the 30th June, 
1914, hnd the 30th June, 1919, were as follows ; — 



» 30fch June, 1914. 

. 

30th June, 1919. 


Pesetas. 

Pesetas. 

Dejjositg in Bank of Spain 

485,346,000 

983,416,743 

Deposits in other banlcs...! 

849,000,000 

1 

2,101,400,000 


It will be seen that the increase in the deposits of 
the outside* banlfs was proportionately greater than in 
the case of the Bank of Spain, but this is partly due 
to the fact that the figures for 1914 refer to 41 banks 
while those for 1919 refer to 49 banks, eight new institu- 
tions ha^dng been formed in the interval. No very precise 
conclusions should be drawn from the aggregate increase 
in the deposits of the Bank of Spain and the outside 
banks together, for, naturally, part of the increase of 
500,000,000 pesetas reported by the Bank of Spain is 
attributable to re-deposits -with that institution by the 
other banks of the country. 

The large Spanish in^itutions, as well as private 
bankers, are reputed to hold in their safes very large 
amounts, not o^y of Bank of Spain notes, hut of actual 
Spanish silver coins. 

(e) Exchange Rates on New York and Londoyi . — 


— 

Par. 

30th June, 
1914. 

30th June, 
1919. 

i 

19th Dec., 
1919. 

London (pesetas to £)... 

25.22 

26.21 

23.10 

19.20 

New York (pesetas to S) 

5.18 

5.53 

5.07 

6.12 
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The quotations of Spanish exchange on the London 
and New York markets fluctuated very considerably 
during the War period. During the early part of the 
war rates were fairly stable, cheques on London being 
quoted in Madrid at as late a date as the 10th February, 
1916, at 26*14; but on the 1st June, 1918, the quota- 
tion had dropped to 16*65, which was the lowest re- 
corded diu’ing the five years. The dollar was at its 
highest in 1915, when the 'Spanish quotation in New 
York was 5*38 pesetas per dollar, the lowest rate, wliich 
was touched on the 12tli June, 1918, being 3*50 pesetas. 

An interesting factor to be taken into account in 
examining the economic position in Spain during the 
latter years of the War was the very large number of 
Spanish labourers working in France. It is estimated 
on a conservative basis that the remittances of these 
labourers amounted to not less than 500 million pesetas 
per annum. This made a considerable addition to the 
difficulties which the Allies had to face in their exchange 
transactions "with Spain during the period in question. 


4. The System or Currency and Banking at present 

IN Operation. 

(a) Permanent Alterations in the Pre-War System . — 
The present system of currency and banldng in Spain 
scarcely differs in any respect from the pre-War system. 
Several hlinisterial projects were brought forward, which, 
had they become operative, would have effected con- 
siderable changes, but none of them passed the “pro- 
jected ” stage. Amongst, these, one of the most im- 
portant was that introduced in 1916 by Sr. Alba, who 
at that time occupied the position of Finance hlinister. 
This was concerned vdth the management and dis- 
tribution of profits of the Banic of Spain, the real object 
of the measure apparently being to divert some of these 
profits to the National Treasury. 

In 1918 Sr. Gonzalez Besada, a Cabinet Jlinister, 
appointed a commission of technical men to consider 
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the conditions upon which the privilege enjoyed by 
the Bank of Spain up to 1921 might be extended. Tliis 
commission in its report advocated that the State 
should have a share in the profits of the Bank, but, in 
view of the fact that a private vote was presented against 
this decision, and having regard to the existing condition 
of Spanish politics, this recommendation was not followed 
up by the Government. In the summer of 1918 it was 
proposed to withdraw bank notes of 25 pesetas and 
replace them in the circulation by a portion of. the 
foreign gold coin then held by the Bank of Spain. The 
equivalent values in Spanish currency were to have been 
embossed on the foreign gold coins, in view of the 
inability of the Spanish Mint to produce Spanish coins. 
These ideas were not favourably received. 

(6) Position of Currency and Bank Note Issues . — ^The 
position of the currency and bank notes in Spain has 
not changed as a result of the War. The greater part 
of the gold imported during the five years was deposited 
in the Bank of Spain, and only a trifling amount was 
added to private stocfe of the metal. It may be noted 
that the present stock of gold at the Bank of Spain, 
which amounts to approximately 2,410,000,000 pesetas, 
is made up of 1,920,000,000 pesetas of . foreign gold 
(principally dollars and sovereigns), 368,000,000 pesetas 
of current Spanish gold coin, 10,000,000 pesetas of 
ancient Spanish coin and 111,000,000 pesetas of bar 
gold. The available records show that the total number 
of gold coins which have been struck in Spain since 
the establishment of the mint is 37,997,549, the value 
being 960,613,935 pesetas, while the number of silver 
coins struck since the establishment of the peseta as 
the monetary rmit is 423,221,891, of an aggregate face 
value of 1,333,389,307 pesetas. Of this latter amount, 
some 553,000,000 pesetas is estimated stiU to be in 
circulation. 

(c) Official Control of Foreign Exchanges. — At no time 
during the War period was the foreign exchange market 
in Spain subjected to ofEcial control. 

In the autumn of 19l9 stringent exchange regulations 
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were introduced, partly with a view to checking the 
growth of speculation in foreign currencies. 

(d) Official support of Foreign Exchanges . — ^In view 
of the favourable exchange position which Spain 
enjoyed throughout the War period, there was no 
necessity for official support of the foreign exchanges in 
the generally accepted sense of that term. In 1916 
imports of foreign securities into Spain were prohibited, 
and in 1918 all foreign stocks, old or new, were required 
to be stamped in order to increase the efiectiveness of 
this embargo. It is important to note, however, that 
the prohibition was more apparent than real, the 
authority for the admission of foreign securities being 
obtainable with the greatest facility, so that in practice 
the measures resulted rather in official cognisance being 
taken of the total amount of foreign securities which 
were imported into Spain than in a prohibition of such 
imports. 

Officially, the Spanish Government did not lend 
financial assistance to any of the belligerent countries, 
but it gave every encouragement to the Bank of Spain 
and the private banks of the country to grant such 
credits. The mechanism employed for the purpose 
of these various loans was almost identical. In the 
case of France, a loan of 350,000,000 pesetas was agreed 
to, this being divided into 10 monthly payments of 
35,000,000 pesetas each. For this maximum monthly 
amount a IVench banldng house drew biUs of exchange 
on a Spanish banking house, these bibs being renew- 
able every three months up to a maximum limit of two 
years, the final maturity, therefore, being in March, 1920. 
In addition to the signatures of the guarantors, the 
biUs are guaranteed vdth a margin of 40 per cent, by the 
deposit of obligations of the French Treasury, carrying' 
5 per cent, interest, payable in pesetas. These securities 
were lodged in Spain, and the French Government also 
undertook during the currency of the credit to pay 
the coupons on that part of Spain’s foreign debt which 
is held in France. In January, 1920, these credits were 
renewed for a further period, 
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The Spanish Government gave its subsidiaiy guarantee 
to the Bank of Spain in order to enable tliat institution 
to take up the TVench bills and to rediscount them for 
the Spanish banlrs, and, in order further to facilitate 
this operation, authority was given (as has already 
been mentioned) for a further increase in the fiduciary 
note circulation of the banlc. The rate of interest 
charged on the bills was 6i per cent,, but after the 
ninth month the agreement was modified, the rate of 
interest being reduced to 5 per cent., plus banking com- 
mission, while the total amount of the credit was 
increased to 420,000,000 pesetas. 

The agreement vnth the United States was dated the 
13th August, 1918, and under it a banldng loan of 
75,000,000 pesetas was granted, this, on the 25th 
September following, being increased by 175,000,000 
pesetas, mEildng 250,000,000 pesetas in all. This was 
to be utilised within nine months by monthly drawings, 
which in no case were to exceed 50,000,000 pesetas in 
any one month. The bills by which this credit was 
operated were dravm by certain of the American banks, 
and were guaranteed by the deposit of 4 ,^ per cent, 
obligations of the United States Treasury. The loan 
was repayable at the end of one year in pesetas or in 
American gold, the import of rvhich latter the Spanish 
Government undertook not to obstruct. The remittance 
of the first instalment in repayment of this loan was 
efiected towards the end of September, 1919. 

A commercial agreement was signed with England 
in April, 1919, under which the Spanish Government 
granted to the British Government a loan of 75,000,000 
pesetas at 5 per cent, interest, which was to be repay- 
able on the 1st July following. Among the conditions 
of the loan were the shipment of 150,000 tons monthly 
of British coal to Spain and the removal of the restriction 
of British imports of fruit from Spain. The details of 
this’ loan, however, have been kept very strictly secret 
by the Spanish Government. There is reason to believe 
thaf^the British Government never availed itself of this 
loan. 
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■ Italy, Belgium, and one otlier country are believed 
to bave been in negotiation for credits in tbe Spanish 
market. 

(e) Fonns of Crirrency m actml rise. — ^Tbe chief units 
of currency have already been noted. All Spanish 
coins are accepted by the Treasury to any amount, but 
in ordinary transactions only the gold coins and the 
silver dollars are legal tender. It may also be noted 
that the 50-peseta and the 5-peseta gold pieces never 
came into actual circulation, but 25-peseta pieces 
were coined under the Royal Decree of August, 1876. 
The notes issued by the Bank of Spain are of the 
denominations of 1,000, 500, 250, 125, 100, 50 and 25 
pesetas each. 

AU commercial transactions are carried out through 
the medium of the national coins and the bank notes 
issued by the Banlc of Spain, which are accepted by the 
pubhc mthout any limitation whatever and are even 
preferred to silver as being easier to handle. For 
international commerce, instruments of credit and 
current exchange are utilised, all instruments draum 
and coming from abroad being admitted without any 
difficulty whatever, apart from the usual requirements 
as to solvency, recognitions of signature, &c. Stocks 
and shares of foreign origin have not been commonly 
used as a direct means of payment, though in a few 
cases these have been utilised as a form of guarantee. 
Nevertheless, owing to the facility which the Spanish 
Debt Office has given for the importaition of ihese 
securities, they might possibly be utihsed as a means of 
settling accounts with Spanish creditors. Indeed, the 
Spanish branches of several foreign banks estabhshed 
in that country have in some cases balanced the account 
of Spanish chents by these means. 

(/) Hoarding . — It is impossible to estimate the 
volume of this, but it is probably unimportant. 

{g) Barter . — So far as internal transactions are con- 
cerned, there has been no need to resort to barter, but 
it may be of interest to note here that during 1918 

(292) 
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arrangements were entered into witli Great Britain, 
the United States of America and France, by wliicb 
these countries exported certain commodities to Spain 
and Spain reciprocated by suppling other commodities. 
As has already been stated, however, these transactions 
were' largely fmanced by means of credits raised for the 
purpose in Spain. 

(h) Pending Ourrency Changes.-r^o far as is knovm, 
there are no changes in the currency system pending. 


5. Factobs affecting the Exchange Position. 

(a) Balance of Trade. — ^Normally, Spanish trade re- 
turns show an excess of imports of merchandise over 
exports, .and in only a few years during the past half 
century has the reverse apphed. Since 1891 foreign 
currency has usually stood at a decided premiuni'over 
the peseta, wliich in 1898, at the mest important period 
of the Spanish-American War, reached the extra- 
ordinary height of 215 pesetas to 100 ir. Three years 
later various economies were initiated in the national 
expenditure and it Avas decided that customs duties on 
imported goods should be payable in geld. From 
this time financial and economic conditions in the 
country showed a steady improvement, coincident 
with the development of its industrial and mercantile 
elements. Spain, however, is primarily an agricultural 
country and the prosperity or failure of the crops is 
promptly reflected in the commercial balance. The 
premium on sterfing and the franc, however, was 
showing a distinct downward tendency before the out- 
break of the War, and when that conflict commenced 
Spain was particularly afiected. In the flrst place, 
the demand on account of neighbouring countries for 
everything in the nature of agricultural products, 
cattle, food-stufis, iron ore, copper, and manufactured 
articles, was stimulated, while Spanish imports 
showed a contraction in nearly every direction, 
partly because the belligerent countries recognised the 
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necessity of retaining commodities' wiiicli previonsly 
they had been eager to export, partly because the 
manufacture of such commodities in foreign countries 
was interfered with by military necessities, and partly 
because of the shortage of shipping. As a consequence 
of this change in trade conditions, imports of gold showed 
a remarkable increase, while the exchange ' value 
of the peseta, which prior to the War was normally at 
a discount, also stea^ly improved until a substantial 
premium was established. 

In the following table there are shown the average 
rates of Spanish exchange on Paris and London, for each 
year from 1913 to 1919 ; — 


Year. 

France. , 

Pounds Sterling. 

1913 

Pesetas per 100 fr. 

107-43 

Pesetas per £ 
sterling. 

27-12 

1914 

104-83 

26-27 

1915 

94-06 

24 95 

1916 

85-55 

24-00 

1917 

77-05 

21-13 

1918 

74-50 

20-62 


The general trend of Spanish trade during the past 
few years may be gathered from the following table : — 



H 2 







(OOO’s omitted.) 
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(b) Foreign Indebtedness. — Spain’s only foreign deb^ 
was created in 1882. It amounts to 1,930,556,000 
pesetas, divided into eiglit series under tbe letters '' A ” 
to “ H,” tlie interest rate being 4 per cent, per annum, 
free of all taxes and imposts, which in the case of other 
Spanish securities absorb about one-fifth of the interest. 
Both capital and interest were originally payable at 
the option of the holder in pesetas, sterling (at 25*20 to 
the £), francs (at par), and marks (at 1*235 pesetas per 
mark), but in 1901 Parliament deprived Spanish holders 
of these prhnleged securities of the right to demand 
payment of bonds or coupons in foreign currencies, 
and securities so held were converted into Interior 
Perpetual Debt, an allowance of 10 per cent, being 
made for exchange. The peseta then being normally 
at a discount, the restriction, even with the 10 per cent, 
allowance, was not necessarily one which would have 
been accepted on business grounds had the Spanish 
holder been given any option in the matter, but, owing 
to the marked improvement -in the exchange value of 
the peseta since the outbreak of the War, the 10 per 
cent, allowance has become a pure bonus. By a Decree 
dated the 9th August, 1898, foreign holders of the 
remaining securities could only collect in London, 
Paris, or Berlin the moneys due to them for capital 
repayment or interest after an affidavit before an 
attorney to the effect that no person of Spanish nation- 
ality was interested in the securities in question. 

Just after the outbreak of the War (on the 7th August, 
1914), Spaniards were authorised to invest in the 
External Debt ; but in cases where coupons were pre- 
sented for payment in pesetas in Sladrid, the corre- 
sponding securities were stamped as being domiciled 
in Spain, thus losing for the future the right to demand 
payment of the coupon in any foreign currency. The 
same provision was made to apply in the case of all 
securities negotiated on the Spanish markets. As a 
consequence of this arrangement, the proportion of the 
Spanish Debt held abroad has been greatly reduced^ a 
good deal of the External Debt having now been domiciled 
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in Spain, wliile a considerable part of the balance has 
been converted into the Interior Debt, subject to the 
bonus of 10 per cent. 

The amount of the Spanish External Debt out- 
standing on the 17th September, 1919, vas 910,709,500 
pesetas (nominal), of which the greater portion, 
501,170,200 pesetas, was domiciled in Spam and 
349,599,300 pesetas abroad. The rest of the issue, 
some 1,055,000,000 pesetas (nominal), has been con- 
verted into Internal Debt. The present amount of 
Spain’s Foreign Debt is doubtless less than the amount 
which stands in her favour as a result of the financial 
transactions entered into during the AVar, but to the 
former figure there has to be added the capital of 
foreign origin invested in business in Spain (particularly 
in railways and in mines), which, although not in the 
ordinary sense of the word a foreign-lield debt of Spain, 
has the same efiect of leading to a periodical demand for 
remittances from the country. 

(c) Inflation . — ^As has been shown, the note circula- 
tion in Spain has increased enormously during the 
past five years and there has been a more or less corre- 
sponding advance in commodity prices. This inflation 
is doubtless partly due to the grant of foreign credits. 

(cZ) Financial Position and OiitlooJc . — The general 
economic situation of Spain improved very materially 
during the AYar period, but it is not anticipated that it 
will be possible to maintain the high national income 
which has been drawn from the increased exports, from 
marine freights and from the interest on loans made to 
the belligerent nations. On the other hand, there 
should be no question, of reverting to the precarious 
condition in which the country was previously situated, 
and in one respect, at any rate, Spain’s advantage is 
unquestionable, for, owing to the great reduction which 
has been efiected in the amount of the foreign-held 
debt, the quarterly payments of the coupons^abroad will 
not in the future lead to the .periodical flurries in ex- 
change which before the AYar were constant. Apart 
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from this, tlie manufacturing capacity 'of Spain lias 
greatly increased during the past five years and a 
substantial proportion of the goods previously imported 
is now produced internally. ]From an ordinary 
exchange standjioint, therefore, Spain’s present advan- 
tage should be maintained for a long time to come, but 
internal financial conditions are hardly so favourable. 
The national budgets still close with an increasing 
deficit and the Public Debt gi’ows, though it must be 
admitted that the annual deficiencies of from 500,000,000 
pesetas to 600,000,000 pesetas appear small beside 
those of some of the belligerent nations. 

(e) The Political Position and OutlooJc. — In Spain 
Govermnents change ivith great frequency and rapidity, 
and no political party and no social class enjoys 
power long enough to predominate over other parties 
and classes or to impose its views upon the public 
order. Labour and social conflicts are matters of 
constant occmrence, but these and national politics 
generally arc a negligible factor on the Madrid, Bilbao 
and Barcelona exchanges, and this fact is -a good index 
of their international importance. 
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Xo new forms of cnrrenc}' have been issued in Sweden 
diu’ing tbe War, but baiddng credit bas been freely 
used to finance tbe Government and foreign importers 
of Swedish goods. Moreover, increased taxation prob- 
abl}' forced taxpayers to resort to tbe banlcs for loans. 
Tills credit inflation was necessarily accompanied by an 
increase in tbe note issue of tbe Bank of Sweden and 
by a rise in tlie price level of commodities. Tbe index 
numbers of.prices in Sweden have risen more than those 
of almost any other country not excluding tbe European 
belligerents, but tbe foreign exchange value of Swedish 
currency is still higher than might be expected from tbe 
internal commodity price level as shown in these index 
numbers. 

The acceptability of banlc notes has never been 
impaired, and tlie discount on Swedish currency abroad, 
where it exists, is not such as to cause great anxiety. 

During the "War the Government prohibited the export 
of gold and also suspended the free coinage of gold, 
releasing the Bank of Sweden from the obhgation to 
purchase gold at a fixed price. 

1. The Currency and Banking System beeore the 

War. 

The monetar}’ standard in Sweden before the War was 
gold. Gold, however, did not circulate as a means of 
payment to any extent. The circulation consisted in 
practice (apart from subsidiary token coinage) of 
Riksbanlc notes, which were payable in gold and were 
legal tender to any amount. The Swedish State Banlc 
C Svenska Riksbanken ’) was the only banlc of issue 
in Sweden, and was given the monopoly of note issue 
in 1904. 
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By the terms of the Scandinavian Monetary Union 
of 1873, the standard and subsidiary coins of Sweden 
are legal tender in Denmark and Norway to the same 
extent as in Sweden, and vice versa. No hmit was 
' fixed to the amount of subsidiary money that may be 
coined by any member of the Union, but each member 
is bound to redeem in gold at their nominal value any 
of its own coins that may be presented to it by the 
Exchequer of another member. 

This resulted before the AVar in a free flow of coinage 
between the Scandinavian countries, and even bank 
notes were accepted at par in all tliree countries, 
although this was not stipulated in the terms of the 
Union. 

2. The use made of Currency and Banking Credit 
TO Finance the Government during the AVar 

AND ITS EFFECTS ON THE CURRENCY POSITION. 

No currency notes have been issued by the Govern- 
ment during the AVar. 

Banldng credit has been freely used to finance the 
Government, and there can be no doubt that this has 
contributed to the inflation of the currency. On the 
23rd September, 1919, advances made to the State by 
23 private banks amounted to 301,500,000 kr. In 
addition to this banldng credit, the State had a ' floating 
debt in Treasury Bills of about 70 million la-. 


3. Statistics. 

(a) Gold and Silver Holdings . — Gold and silver hold- 
ings of the State Bank : — 


, 

30.6.1914. 

30.6.1919. 


Kronor. 

Kronor. 

K Gold coins, legal tender 

67,832,935 

97,177,935 

" Other gold coins and bullion ... 

47,596,869 

191,749,793 , 

Total 

105,429,804 

288,927,728 
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(h) Circuhtion of Bank Notes . — 



30.G.1914. 

30.C.1910. 




i 

Kronor. 

Kronor. 

Notes outstanding 

... 

... 

233,971,300 

727,919,031 


No silver cover is liclcl bj' tbe banlc and no gold or 
silver reserves are held by the Government as distinct 
from the bank. 

(c) Gold and silver coin in the hands of the puhlic . — 
Practically no gold coins arc in the hands of the public., 
and no silver except subsidiary coins, amounting pro- 
bably to less than 40 million Icr. nominal value. 


(d) Banh Dev')si(s in all Sivcdish Banhs . — , 


— 

30.C.1914. 

30.0.1919. 


Kronor. | 

Kronor. 

Current accounts... 

200,160,775 

1,209,900,272 

Deposit accounts... 

1,508,775,657 

3,703.971,783 


(e) Exchanges . — 


— 

! 

Par. 

30.0.1914. 

1 

30.0.1919. 

j 19.12.1919. 

London 

n 

n 

n 

B 

New York 


mi 

B 

B 


4. The System op Currency and Banking at present 
IN Operation. 

(a) Permanent Alterations in the Pre-War System . — 
In February, 1916, the free coinage of gold was sus- 
pended and the Riksbahk was released from the obliga- 
tion to purchase gold at a' fixed price of 2,480 kr. for 
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1 kg. of gold. The price offered by the Riksbank varied, 
but less than the par value in paper was generally 
given- for gold, that is to say, gold sold at a discount 
as compared with paper. The export: of gold was also 
prohibited during the War. It is an open question 
whether these restrictions will be maintained. 

(6) The Convertibility and Acceptability of Currency 
aiul Bank Notes. — The convertibihty of notes was 
suspended from the 3rd August, 1914, to the 1st 
January, 1916. It has now been restored. The 
acceptabihty of bank notes has never been impaired. 

(c) and (d) Official Support and Control of Foreign 
Exclmiges . — There has been no official control or support 
of exchange. 

(e) Forms of Currency in actual use . — ^For the time 
being Danish and Norwegian bank notes are at a dis- 
count in Sweden. Practically nothing but Swedish 
money at present circulates in Sweden, the export of 
gold coin and bulhon from Denmark and Norway being 
prohibited. 

(/) Hoarding . — There is no hoarding of metallic or 
note currencies. Notes were hoarded during the first 
months of the War, but it may be taken as certain that 
by the middle of 1915 practically the whole amount of 
bank notes stated by the statistics to be in circulation 
was actually in active use. 

{g) Barter . — 'Trade with Germany has to some extent 
been conducted by barter. 

(7i) Bending Ciirrency Changes. — ^The rising value of 
silver and copper in relation to gold, and the consequent 
danger of the subsidiary coinage being melted down, 
may lead to a reform of token money. 


5. Factoes affecting the Exchange Position. 

Professor Gustav Cassel regards the increased note 
circulation in Sweden as being real inflation of the 
currency, and attributes it to . 
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(i) Credits given to foreign countries during the War 
for the sake of preserving Swedish export trade. 

(ii) Government borrowing ; and 

(iii) Increased taxation, which was too heavy to be 
paid out of the liquid funds of the taxpayer, who was, 
therefore, obliged to resort to the banlcs or to sell 
securities to buyers who borrowed the purchase money 
from their banks. 

Both (ii) and (iii) were the necessary result of the 
Government policy of subsidies to reduce the cost of 
living ; and the resulting inflation was not greatly 
mitigated, in the opinion of Professor Cassel, by the high 
discount rates ruling in Sweden after the middle of 1916. 
Taking into account the gro^vth of the population. 
Professor Cassel calculates that the note circulation was 
in Decem_ber, 1918, 350 per cent, of what would have 
been normal if there had been no war. From this time 
the note issxie was contracted, and in Augiist, 1919, it 
stood at 317 per cent, of what would have been the 
normal. Index numbers of prices — of which there are 
two series for Sweden, that of the Socialstjrrelsen and 
that of the Svensk Handestidning — stood in December, 
1918, at about 375. Professor Cassel, therefore, attri- 
butes 25 points in this number to shortage in the supply 
of commodities, and the remainder to currency inflation. 
During 1919 wholesale prices declined more quickly 
than retail prices, and in August of that year they 
stood relatively on the same level as the note circulation 
(say, 320 per cent, of normal). i 

Professor Cassel concludes that the intrinsic value 
of Swedish Icconor as a purchasing power has been more 
seriously diminished than that of the dollar or the 
pound sterling. This diminution, he thinlts, is not 
adequately reflected in the rates of exchange, because 
of the limitations imposed on Swedish import .trade. 
He estimates that the purchasing power parity of £1 
sterling at the end of September, 1919, as 22.30 Icr. and 
of marks roughly 45 ore. v ' 
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6. The eeeect oe Depbeciated and Fluctuating 
Exchanges upon International Trade. 

These 'deviations of exchange rates from the true 
purchasing power parity of the different currencies 
affect conunerce, whereas a mere change in the pur- 
chasing power parity of the two countries would have 
no such effect. For example, the fact that when the 
purchasing power' of £l sterhng would be properly 
represented by 22*30 Icr., the actual rate of exchange 
is about 17*20 kr., acts as a stimulus to Swedish imports 
from England, though it arises out of a limitation of 
exports from England to Sweden. 

Professor Cassel also regards it as consequently dis- 
advantageous to Sweden to grant Swedish currency 
loans to foreign countries so long as the Swedish crown 
stands in exchange above its purchasing power parity, 
or to raise foreign currency loans in countries where 
(as in the United States of America) the exchange rate 
is below the purchasing power parity, even though it 
may stand above the old par. Sooner or later, he thinks, 
exchanges will adjust themselves not to the pre-War 
parity, but to a new purchasing power parity of the 
different depreciated currencies. That is to say, instead 
of 320 kr. having, as now, the purchasing power of 
100 kr. before the War, inflation must be reduced until 
about 200 kr. have that power, just as about 200 dollars 
have the purchasing power in the United States of 
America of 100 pre-War dollars. 



CriAPTEE XII. . 


Switzerland. 


Summary. 

Altliougli tile expansion of note issues and credit 
has not been as great in Swdtzerland as in niost other 
European countries, the War has brought problems 
in currency and exchange more acute than any that have 
been known before. Several new kinds of notes and 
coin have had to be issued, prices have risen as much 
as elsewhere, and the greatest difficulties have been 
experienced on account of the collapse in the exchanges 
of all the neighbouring countries. Svdss currency has 
stood at a premium even over United States dollars, 
and the inconveniences of an appreciating currency 
have been scarcely' less than those of depreciation, 
especially as Sivitzerland, on account of her central 
position geographically, has tended to be the dumping 
ground for all Idnds of foreign values. Attempts to 
overcome these difficulties by means of baiter have not 
been altogether successful, and the most harassing 
anomalies are continually having to be met by special 
regulations and frontier control. 

1. The Currency and Banking System bufore the 

War. 

Switzerland, with France, Belgium, Italy and Greece, 
is a member of the Latin Monetary Union, so that both 
gold and silver — ^in the form of 5-fr. pieces^ — are legal 
tender to any amount. Dr. A. Meyer, of Zurich, 
estimated (in the Schweizerische Jahrbuch) that the 
total circulation before the War comprised ; — • 
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Issued — 


Mllions 
of francs. 


Bank notes ... 

268 


Crold 

280 


o-fr. pieces 

70 


Subsidiary coin. . 

15 


Total outstanding 


633 

Less — 

Gold held by the National Bank 

180 


Silver held by the National Bank 

19 


- 


199 

Total in circulation 


434 


for a population of something over 4 millions. 

The Swiss National Bank enjoys the exclusive privilege 
of issuing banlc notes. This banlr is organised as a 
joint stock company of which all the shareholders must 
be Swiss citizens or colorations domiciled i^n Switzer- 
land. ' It began operations in 1907 with an authorised 
capital of 50 million fr., half paid up, and its monopoly 
of note issue extends until 1937 vdthout renewal. Until 
the middle of 1918 the banlc was requii’ed to maintain 
cover in specie or gold coin to the extent of 40 per 
.cent, of its note issues, the remaining 60 per cent, 
being covered by trade and bank bills acquired at home 
or abroad. 

The object of the Swiss National Bank is defined to be 
the regulation of the money market and the main- 
tenance of a sound currency. Its activities are in the 
main restricted to the : — 

Issue of bank notes. , 

Discounting of bills bearing at least two 
- approved signatures, and having a currency of not 
more than three months. 
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Purchase and sale of foreign'bills and cheques. 
Advances on approved securities for a period 
of not more than three months. . , 

Issue of gold and silver certificates. 

The Bank is required to hold special reserves sufficient 
at any' time to cover all engagements maturing within 
10 days. 

Apart from the Federal State Bank, there are in 
Switzerland Cantonal Banks, governed by Cantonal’ 
laws as well as by the Federal ‘ Code des Obligations.’ 
These banks are the State banks of their respective 
cantons, whose direct property they usually are. 
Their activity is as a rule confined within the hmits 
of their Canton and devoted for the most part to 
mortgage business. In December, 1907, they formed 
a union (Union des Banques Gantonales Suisses) in 
order to be able to operate on a larger scale; The 
development of these banks has been hampered by 
local custom and legislation. There is now a movement 
on foot for the estabhshment of a federal mortgage 
institution. 

The most powerful group of banks is the Association 
of Commercial Banlcs known as the Cartel des Banques 
Suisses. Their main 'purpose is the financing of indus- 
try and trade, and 'their Association usually makes 
itself responsible for the issue of Government loans. 

In the last few years, a considerable number of Trust 
Banks have been established, many of them worldng in 
close connection with the leading commercial banlrs, 
and taking charge of their interests in industrial or 
commercial undertakings. 

The statistics periodically published by the Swiss 
National Bank embody for 1917 the reports of 318 
difierent banks. According to the Begistre du Com- 
merce, there were, however, in the same year 351 
registered banking businesses with an 'aggregate share 
capital of 1,511 million fr.. 
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; '■ SiVlizerland. 

2. TH]i; USE MADE OP CURRENCY AND BANKING CREDIT 
'■T. FiNxVnce the Government during the War, 

AST) ITS EPPECTS ON THE CURRENCY POSITION. 

Tile special War expenditure of Switzerland arose out 
of the mobilisation of the Army and the control of im- 
ports of food and raw materials. To finance this 
expenditure the Government discounted bills with the 
Jhitional Banlc as follows : — 


(OOO’e omitted.) 


Year. 

1 

Total 

Discoimted. 

Rediscounted 
in the open 
market. 

In circula- 
tion at the 
end of the 

Of which 
held by the 
National 


- 

year. 

Bank. 


Treasury Bills of tlie Federal Government. 



Francs. 

Francs. 

Francs. 

Francs. 

1914 

117,000 

.. 1,500 

56,000 

55,000 

1915 

375,000 

171,540 

90,500 

64,300 

191G 

828,700 

519,110 

222,500 

88,280 

1917 

1,171,300 

838,550 

314,400 

165,070 

1918 

1,529,000 

1,006,170 

352,000 

223,270 


\ 


Bills of the Federal Kaihvays. 


1914 

7,000 

— 

3,500 

3,500 

1915 

69,000 

— 

21,000 

21,000 

1916 

125,000 

— 

35,000 

35,000 

1917 

220,500 

41,860 

68,000 

68,000 

■1918 

433.550 

287,4.30 

140,000 

88,860 


It appears from the report of the’Svnss National Banlc 
for 1918 that Treasury Bills discounted during the year 
amounted in value to 95 per cent, of all bills discounted 
by the Central Board (apart from its agencies). 

On the 9th September, 1914, the Federal Council 
decided to create a special credit organisation, the 
Caisse de Prets de la Confederation Suisse, operated by 
the National Bank. The CaiBse was empowered to pro- 
(292) X 
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cure tlie necessary funds for its advances by the issue 
of special certificates for 25 fr. trliich were made legal 
tender. Tbe amount to be issued vras limited at first 
to 50 million fr., later to 100 million fr. Within this 
maximum limit certificates, unless covered by coin or 
legal tender, might be issued to an amount not exceeding 
the total of loans granted to customers. No promsion 
is made for the convertibility of certificates and they can 
be included in the 60 per cent, paper cover of National 
Banic notes. During the latter part of the War the 
Caisse did not put any of their certificates into circula- 
tion, but obtained funds by depositing the certificates 
with the National Bank. The total circulation at 
various times is shown in the table below. Loans are 
granted against bills of a cun’ency of one to three 
months secured by the deposit of debentures, shares, 
savings books, mortgage bonds and raw products. The 
interest charged is somewhat lower than the official 
bank rate. The nominal value of the certificates issued 
was as follows : — 


— 

Nominal 
Value of 
tbe total 
issued. 

Of which — 

Hold by 
National 
Bank. 

In 

circulation. 

On 

Slst October, 1911 

31st December, 1914 

„ 1915 ... 

„ 1916 ... 

„ 1917 ... 

„ 1918 ... 

30th August, 1919 

Francs. 

5,640,925 

37,603,300 

52,970,225 

27,256,025 

20,464,575 

30,052,925 

22,940,625 

Francs. 
6,640,925 
29,345,025 
17,103,150 
2,483,575 
12,673,950 
9,765,475 . 
8,405,150 

Francs, 

8,263,275 

35,867,075 

24.772.450 
7,990,625 

20.287.450 
14,535,475 


The report for the 30th June, 1918, shows that 
the banks are the best customers of the Caisse and have 
taken more than 80 per cent, of the totel advances which 
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on the 30th. June, 1918, amounted to about 30,000 
iniliion fr. As to the nature of hhe securities, mortgages 
contiib^ite the greatest proportion, because the dis- 
OTganisation of the naortgage market during the War put 
a considerable strain on several small banks. The 
Caisse de Frets has never been asked to contribute. ,tp 
any appreciable extent to the Federal Mobilisation 
Loans. As soon as conditions are again normal the 
Federal Council will order the liquidation of the Caisse. 


3. Statistics. 

(u) Gold and Silver Holdings, (b) Circulation of 
Currency Issues and Bank Notes. — The Smss Govern- 
ment holds no metallic reserves. The metallic reserves 
of the Svdss National Bahlc and the value of notes in 
circulation were as follows : — 



Gold. 

Silver. 


31st July, 1914 ...j 

Francs. 


Francs. 


191,891,479 

■HIH 

409,266,010 

31st July, 1919 ... 

1 

407,649,727 , 

i 


90^94,860 


(c) Estmated amount of Gold and Silver Coin and Bank 
Notes in the hands of the Public . — 


(Millions o£ francs.) 


— 

' 1914. 

1917. 

' Bank notes 



, 268 

! 636 

Gold 



100 

20 

Silver 6-fr. pieces ... 

• •• 

• •• 

51 

18 

Subsidiary coin 

... 

... 

15 

16 

. , Total 

... 

... 

■ 434 

589 


I 2 


(292) 
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In ad(li(i«-'n <o thoso nnioiints actually (a’rculaling, if. 
ip e8tiiii;ilo(( f hat some HO million fr. of currency wore in 
liormlinr; in ]1)17. 


{(I) Ba»J: Dr])osi(s. — 



1014 . i 

i 

1017 . 


! 

rr-aiicr!. 

rrarir.e 

'sr.iiotiril I’.'ink 

70 , 8 ) 1,000 

1 . 10 , 700 , 0^/1 

Ot!i.;r hanfe... 

7 , 857 , 70 1 , 1 /)!) 

0 , 0 :i 7 , 212 , 0 !K) 


(e) Exchtmjc Rales . — 



Par. 

! 

.'iOlli.Tiiiu', 
j lOM. 

1 

1 ."Oih .Imif', 

i 1010. 

i 

lOlli 

1010. 

1 

Ynrl: 

n 

.5.1.5 

5.-11 

5 . 50 

Ijondon 

j 


25.10 

1 

25.07.'. , 

1 

20.00 


4. 'JhiH SvsTKM or CunuKXcv axo B:\xivTKc; at puksext 
IX Operatiox. 

(e) Permanent AUerntions in the Pre-War Sijstem . — 
The currency and banldng system of Switzerland lias not 
been radically or pennauently changed during the "War. 
in the latter half of 1918 the Federal Government was 
given power : — 

(i) To reduce the gold and specie held by the National 
Bank against their note issue from 40 per cent, to 33j 
per cent. 

(ii) To include in the GO per cent, of cover which may 
consist of trade and bank bills — 

(а) Credits held with banks abroad repayable on de- 
mand. 

(б) Advances on securities maturing within 10 days. 
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Szcitzerland. 

On tiiG 30fc]i July, 1914, notes of the Smss hTational 
Ilnui' vrere declared legal tender, and convertibility 
vras suspended. 

. The scarcity of small change made it necessary for 
the Government to issue Treasury notes to the amount 
of 30 milhon fr. in denominations of 5, 10, and 20 fr. 
These notes were legal tender and have been for the most 
part withdrawn. At the end of 1918 the amount in 
the hands of the pubhc was only 148,630 fr. 

The notes of the Caisse des Prets were also declared 
inconvertible legal tender. National Bank notes, of 
which the smallest denomination before the War was 
50 fr., were issued during the War for 5, 10, 20, 25, and 
40 fr. The 5-fr. notes have now been withdrawn; The 
remainder are issued subject to the same conditions as 
the original National Bank notes for 50 fr. or more. 

In view of the inability of the Federal Mint to obtain 
nickel for coining 5 and 10 centimes pieces, the Federal 
Council authorized the Blint to put into circulation 
2 million pieces of 10 c- and 3 million pieces of 5 c. in 
brass. 

It 'was declared illegal to deal in coins of the Latin 
Monetary Union or in foreign gold coins at prices other 
than their nominal value. The melting of gold coins of 
any description, silver coins of the Latin Union or 
Swiss nickel, copper or brass coins, was also forbidden. 

The export of Swiss notes and the import into Switzer- 
land of certain foreign bank notes was prohibited. 

(h) Convertibility and Accej)tability of Currency and 
Bank Notes. — The acceptability of all forms of Smss 
currency has never been questioned. 

(c) Official Control of Foreign 'Exchanges. — There has 
been no direct interference of the Goverrmient with free 
deahngs in foreign exchange as such ; but the liberty 
of the market has been restricted by war-time regula- 
tions imposed for other purposes than the control of 
exchange, and by difficulties of communication. 

(d) Official Support of Foreign Exchanges. — The Swiss 
exchange has never been officially supported by the 
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Goverrunent. But a loan of 15 million dollars (how 
reduced to 5 million dollars) was floated in the United 
States in March, 1915, and a second loan of . 30 milhon 
dollars was issued in 1919. . ' ■ 

Other countries secured exchange credits in Switzer- 
land to support their currency. The aggregate total of 
these credits amounts to 400 million fr. A syndicate — 
the Societe Financiere Suisse of Lucerne— was formed 
to finance loans to the Allies amounting to 122,750,000 fr. 
for France and 84,460,000 fr. for England, of which 
10,000,000 fr. have already' been repaid. Credits were 
also granted to Belgium and Italy. 

Advances to Germany m exchange for dehveries of 
coal were made by the Centrale des Charbons which is 
now in hquidation. The total of these advances reached 
155,200,000 fr. 

(e) Form's of Currency in adiual use.— The, only foreign 
coins circulating in S'witzerland are the gold coins and 
5 fr. pieces of the Latin Monetary Union, and the silver 
pieces of 2 fr., 1 fr. and 50 c. of France and Belgium. 

(/) Hoarding. — Hoarding of coin and notes has 
varied considerably. At the' outbreak of War and 
again during the general strike of No'vemiber, 1918, the 
amounts hoarded may have reached 100 million frs. 

{g) Barter. — There has been no barter in internal 
trade, but the depreciation of currencies in Eastern and 
North Eastern Europe has led Swiss traders to exchange 
manufactured articles against raw materials from 
abroad. For this purpose' 'the ‘ Centrale des Exporta- 
tions ’ was formed ; but the company exjaerienced great 
difficulty on account of’ the scarcity of goods suitable 
for exchange against S'wiss products. ,• 

ifi) Pending Currency Changes. — Schemes for’ reducing 
the paper currency are now being considered by the 
Federal Government, and the National Bank. 

5. Factors arpecting the Exchange Position. 

, {a) Balance of Trade. — ^In 1916 Sylss exports exceeded 
irhports by about 69 million fr. "With this exception the 



Switzerland. 


135 


balance of visible trade bas always been adverse to 
Switzerland. The annual statistics are as follows : — 


— 

1 

Total Imports. 

Total Exports. 

Balance of Trade. 


Erancs. 

Francs. 

Francs. 

1913 

1,919,816,000 

1,376,399,000 

-543,417,000 

19M 

1,478,408,000 

1,186,887,000 

-291,521,000 

1915 

1,680,030,000 

1,670,058,000 

— 69,972,000 

1916 

2,378,505,000 

2,447,715,000 

+ 69,210,000 

1917 

2,405,144,000 

2,322,953,000 

- 82,191,000 

191S 

2,401,463,000 

1,963,171,000 

-438,291,000 


(6) Foreign Indebtedness. — During the war Switzer- 
land liquidated a great part of lier American, Scandi- 
navian and Dutch securities. On the other hand, 
the majority of Swiss securities held abroad were 
repatriated, to an amount which is sometimes estimated 
at from 700 to 800 million fr. The only country which is 
still said to hold Swiss securities to an appreciable extent 
is France. 

(c) Inflation. — The Federal Council discussed the 
problem of currency depreciation in a report presented 
to the Federal Assembly under date 20th May, 1919. 
The report, while pointing out that the expansion of 
note issues and credit is not as great in Switzerland 
as in most other countries, does not on this account rule 
out the possibility of inflation. 

(d) and (e) Uncertainty as to the financial and ‘political 
position of Smtzerland does not affect the SAviss ex- 
■ change. 


6. The Effect of Depreciated and Fluctuating 
Exchanges upon International Trade. 

The geographical position of Smtzerland makes the 
country a natural and important centre for the dis- 
tribution of goods to her impoverished neighbours ; 
but it has the disadvantage of increasing her reliance 
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upon the export trade to foreign markets, especially as 
manufacturers cannot fall back upon a large home 
market of their own. It is, therefore, of ^dtal importance 
to Switzerland that she should be able to import raw 
materials from the West and distribute goods to con- 
tinental Europe, and her exchange market is particularly 
sensitive to the commercial and financial situation 
elsewhere. Swiss currency is at a discount in the 
United States and a few other countries to v/hich Switzer- 
land at the present time has to look for her supply of 
raw materials. The resulting increase in the cost of 
these materials adds to the difficulties of trade. In 
most of continental Europe the currencies are greatly 
depreciated, and the ability to purchase abroad very 
small, so that S'witzerland’s market for exports is at 
present a poor one. 



CHAPTER XIII. 


United Kingdom. 

iSUMMAEY. 

Britisli currency before the War consisted in part of 
Bank notes, but chiefly of gold and silver coinage. 
Gold has now, been replaced in circulation by currency 
notes issued by the Goveniment ; but in other respects 
the forms of currency in actual use have not been 
changed. 

The amount of currency in circulation is perhaps 
three times what it ^vas before the War. Bank deposits 
have been more than doubled since the outbreak 
of War. The general level of commodity prices has 
risen more than 100 per cent, during the same period. 
All leading authorities regard borrowing by the Govern- 
ment from the Banks as being largely responsible for 
these great increases in currency, bank deposits and 
commodity prices. 

The legal convertibility of Bank of England notes and 
currency notes has not been cancelled, but it ha? in fact 
been rendered inoperative by certain practical obstacles 
and Ijy legal prohibitions against melting down or 
exporting gold coin or using it for any purpose other 
than as currency. The paper currency has fallen in 
comparison with gold bullion to a discount which is 
approximately measureUble by the premium on United 
States dollars in exchange, since dollars are convertible 
in New York, which is practically a free market for gold. 
At one time, in February, 1920, sterling was quoted at 
a figure which represents only 67 'per cent, of its New 
Yoilc parity. The acceptability of currency notes 
and Bank of England notes in Great Britain has never 
been impaired. - , 

There is no expectation of any sweeping currency 
reforms in the United Kingdom, and the tendency has 
been to revert gradually ..towards pre-war conditions. 
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The Chancellor of the Exchequer has announced that 
Government borrowing may be expected to reach its 
maximum in January, 1920, and the fiduciary issue of 
currency notes has been limited for 1920 to the actual 
maximum of 1919 pre\dous to loth December. 

i 

1. — The Cubrency aetj Ba^hoxg System before the 

War. 

Before the War, the British currency consisted of 
Bank of England and certain other bank notes, gold 
coins for 20s. and 10s., and subsidiary silver and copper 
coinage. Bank of England notes, which were convertible 
on demand into gold, and the gold coins themselves, 
were legal tender to any amount. Silver 'coins were 
legal tender up to £2, and copper coins up to Is. The 
note issues- of the Scotch and Irish banks were consider- 
able, but those of the English banks other than the 
Bank of England, had fallen to an almost negli^ble 
amount. Bank of England notes were backed by' 
British Government securities to the extent of 
£18,450,000, but above that point for every note issued 
the Bank of England held against its notes gold coin 
or bullion equivalent to their full face value. Legally, 
the Bank was entitled to hold, one-fifth of the metallic 
backing of its notes in silver, but this power was not 
exercised. Thus, if any increase in legal tender currency 
was required by the nation’s trade, it could only be 
provided — apart from the subsidiary silver and copper 
coinage — ^by increasing, through imports, the amount of 
gold in the country. This system was often criticised 
as being rigid and inelastic, as indeed it might have been, 
but for the fact that the commercial transactions 
of the country, apart from small retail purchases, 
were for the most part carried on by means of cheques 
drawn by the customers of the Engbsh banks upon 
them. In Ireland and Scotland, the note issues of 
the banks were a rather more important feature of 
the currency, but on the whole, it may be said that 
the working currency of the United Kingdom before 
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tl'.e was the cheque. Cheques could he’ drawn 

and credits granted by the banks without any legal 
restrictions as to amoimt, and so, in spite of its 
anpa'rent rigidness, the system worked in^ ordinary 
times with extraordinary ease and elasticity. This was 
largely owing to the convention by which the other 
banlrs regarded cash ” at the Bank of England (in 
the sense of credits at the Bank of England available 
on demand) as being in no way inferior to legal tender 
cash in hand, at least for purposes of reserve and for 
display in balance sheets. “ Cash ” at the Bank of 
England could be increased at any time without any 
other limit than the willingness of the Bank of England 
to make advances. It was not the custom for the banks 
to borrow* directly from the Bank of England, but if 
at any time they wished to increase their cash resources, 
they were enabled to do so by calling in loans from 
the London discount houses and bill brokers, who were 
thus forced to borrow from the Bank of England. The 
credits so raised were added to the cash at the Bank 
of England held by the other banks. By this means, 
the expansion in cash requirements at the end of the 
half-years — in so far as it Avas caused by the need for 
display in balance-sheets — ^was very easily met by 
creations of credit at the Bank of England. No restric- 
tions of any kind were placed on exports of gold, but 
they were to some extent regulated by the Bank of 
England raising its rate of discount at times when gold 
exports w’^ere proceeding at a more rapid rate than the 
Bank considered prudent, or when the tendency of the 
foreign exchanges caused apprehensions of such exports. 


2. — ^The Use made of Cukrency Issues and Banking 
Credit by the Government during the War 
, AND ITS Effect on the Currency Situation. 

When the war came, it was found that this system, 
which had worked so easily in normal times, was not 
without defects in the face of a cataclysm. One defect 
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was the liigh denomination (£5) of the smallest Bank 
of England notes, which made them inconvenient for 
purposes of small transactions and useless for the pay- 
ment of wages. ^^Hien, at the beginning of the war, 
the British public showed an inclination to take care 
of its own money, instead of leaving it at its banlcs, 
there is no doubt that it would have taken £l Banlv 
of England notes quite as readily as sovereigns. Notes 
of this denomination, however, were not to be had, and 
their place was supplied by the issue of currency notes, 
which were made legal tender, and have been current 
ever since. At the same time, power was taken to 
suspend the limit on the fiduciary issue of Bank of 
England notes. As Avill be seen from the statistical 
table given below, there has been a very gi’eat increase 
in the note circulation in Great Britain duruig the war 
period. By the end of 1018 the Banlc of England note 
issue had' risen by over 40 millions, and currency notes 
had been issued to the extent of over 323 millions. This 
increase in the demand for legal tender currency was 
largely due to the enormous increase in the deposits of the 
banks, as shown below ; and this, in turn, was chiefly 
caused by the advances made directly or indirectly 
by the banks to the Government for the purpose of 
financing the war. The total of the investments, as 
distinguished from bills, loans and advances, shown in 
the balance sheets of the banks of the United Eiingdom 
has increased from 211 millions in 1913 to 510 millions 
in 1918. This increase of some 300 millions is accounted 
for by the direct subscriptions of the banlcs to AVar Loans. 
The Treasury Bills outstanding in December, 1918, 
amounted to about 1,100 millions. ' The banks do not 
all show their holdings of bills separately in their balance 
sheets, but, so far as they do, the amount grew from 122 
millions in 1913 to 421 millions in 1918. In all pro- 
bability the whole increase was in Treasury Bills. The 
foregoing figures do not include the numerous banks 
with head offices in London, whose business is mainly 
abroad, though they undoubtedly' took a share in both 
AA%r Loans and Bills. 



United Kingdom. 141 

The securities held by the Government in the currency 
notes account amounted on the 31st December, 1918, 
to 305 millions. 

Government securities held by the Bank of England 
on the 25th December, 1918, amounted to 71 millions, 
as compared with 13 millions in 1913. The Bank of 
England also undertook to borrow surplus balances in 
London and lent the sums so borrowed to the Govern- 
ment under the heading of Ways and Means advances, 
a higher rate of interest being paid on foreign balances. 
The sums so borrowed and lent amounted to a very 
considerable figure, the aggregate of Ways and Means 
advances by the Bank of England amoxmting in March, 
1919, to 22S|^ millions. This arrangement ceased as 
regards home balances in July, 1919, and as regards 
foreign balances in November, 1919. 

At the present time (31st March, 1920), the Ways and 
Means advances by the Bank of England have for the 
time being been paid oS, and Treasury BiUs^ stand at 
1,107 millions. 

In December, 1919, the Emal Eeport of Lord Cimlifie’s 
Committee on Currency and Foreign Exchanges was 
issued, and the Chancellor of the Exchequer, on 
December 16th, made a statement in the House of 
Commons to the efiect that the recommendations in 
para. 8 of the Report would be accepted forthwith. 
The most important of these recommendations is that 
the fiduciary circulation of currency notes — that is, the 
amount of currency notes outstanding that are not 
covered by gold or Bank of England notes — shall be 
limited in any one year to the maximum fiduciary 
circulation of the previous year. For the year 1920 
the ma x i m um has been fixed at £320,600,000, which 
was the maximum reached in 1919 before the date 
when the Chancellor made his statement. 

A further change made towards the close of the year 
1919 concerned the note issue of Scottish and Irish 
banks. These notes had been made legal tender in 
Scotland and Ireland during the War. The prmlege 
has now been withdrawn. ' 
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3. — Statistics. 


— 

June 30, 1914. 

June 30, 1919. 

Bullion and Specie — 

Bank, of England 

Currency Notes -Account ... 

£40,083,000 

£88,568,000 
. £28,500,000 


£40,083,000 


Note Circulation — 

Bank of England 

Currency Notes 

Scotch and Irish Banks of 
Issue 

• £29,784,000 

£4,326,000* 

£79,948,000 

£342,952,000 

£5,270,000* 


£.34,110,000 

£428,170,000 

Gold in the haAds of the public 

Bank Deposits 

Exchange on New York (par 
S4-86§) 

£123,000,000 
£1, 142,038, OOOf 

4-87^ 

-11 

£2,274,729, OOOf 

4 -.60 


4. — The Banking and Currency System at Present 
IN Operation. 

(c) Permanent alterations of the fre-tvar Syste7n.. 

How far tlie above-mentioned alterations in tbe 
pre-war system are permanent, it is impossible to say. 
Tbe Currency and Bank Notes Act, 1914, tbougb passed 
to meet an emergency was not in form a temporary Act. 


* Fiduciary portion of the note issue only. As the greater part 
of the reserves against the remainder consists of currency notes, the 
whole issue could not he included without causing duplication. 

II No recent estimate of the gold in the' hands of the public is 
available. But it has ceased to circulate, and the gold in the hands 
of the banks (other than the Bank of England) is estimated at 
£40,000,000. 

t From the several balance sheets last before the date named. 















United Kingdom. • . 143; 

( 6 ) Convertibility. ■ . 

. ''•The convertibility of currency and "bank notes into 
gold coin is legally provided by the. Currency and Bank 
Notes Act of 1914, but for several reasons it has not 
been fully operative. During the war there was a 
general understanding that it was unpatriotic to demand 
gold at the Bank of England in exchange either for Bank 
of England notes or for Treasury notes. The Bank’ of 
England assisted the Government by emphasising to the 
public the necessity of the substitution of notes for gold 
as domestic currency, and war conditions interposed 
effective obstacles against the remittance of gold 
abroad. The export of gold indeed was not prohibited 
during the war, since the expense of shipping gold, the 
difficulty of covering the risks of shipment by insurance 
and the patriotic restraint exercised by those who 
might have made an exchange profit made it unneces- 
sary to do so. In the spring of 1919 an embargo was 
'placed on the export of gold coin and bullion, under 
Section 1 of the Customs (Exportation Prohibition) Act, 
1915. Towards the end of July, 1919, an arrange- 
ment was concluded with the Bank of England by 
which new gold, though it continues to come to London, 
may afterwards be exported under licence. This arrange- 
ment enables gold producers, while stiU continuing to 
send it to London, to sell their gold in the best market 
for their own profit. But, so far as currency and 
exchange are concerned, it does not limit the efiects 
of the embargo on British gold exports. 

Currency notes and Bank of England notes are legal 
tender to any amount, and the general public has 
accepted them with the utmost readiness. 

(c) and (d) Official Control and Support of Foreign Ex- 
cjianges. 

Official control of dealings in foreign exchange and 
official support of the foreign exchanges are now 
at an end. On August 18th, 1919, the Treasury 
withdrew the restrictions applied in war time under 
Section 41d of the Defence ol the BeMm Act, and 
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from that date it has been permissible to remit money 
abroad for the purpose of subscribing to a loan or issue 
of capital outside the United Kingdom, and also to 
import securities or speculate in foreign exchange. 

(e) Fotms of Currency in actual %isc. 

The principal change in the forms of currency in actual 
use within the country is the substitution of currency 
notes for £l and 10s. for the sovereigns and half- 
sovereigns which were carried by the Briton in his pocket 
for ordinary retail purposes. 

(/) Hoarding. 

It is very difficult to say to wliat extent hoarding 
has been practised. From time to time cases come to. 
light in wHich ignorant people have hoarded a large 
number of sovereigns in comparison with their means. 
It has been suggested that a certain amount of hoarding, 
both of Treasurj’^ notes and of Bank of England notes, 
has been brought about by fears that the Government 
might commandeer bank deposits, by attempts to 
conceal profits, and so evade the Excess Profits duty, 
and by apprehensions of a levy on capital. It is prob- 
able, however, that the amount of hoarding of paper 
money for any of these reasons in Great Britain is 
small, but there may well be an appreciable amount 
of gold stiU in hiding. 

{g) Barter. 

Trade, both internal and external, is generally being 
financed on the old lines, modified by the differ- 
ences already mentioned. The trade with some coun- 
tries, however, such as Russia, in w'hich currency chaos 
is extreme, is being carried on to a considerable extent 
by barter, exporting merchants arranging for imports 
of goods needed in England, so that they may be able 
to receive payment for the goods that they send to 
Russia in sterling. 
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{h) Pending Ourrency Changes. 

Legislation is now in course of passage through 
Parliament reducing the fineness of the silver coins from 
■ 925 to ■ 600. With regard to any more comprehensive 
proposals, attention is directed to Reports of the. 
Committee on Currency and Foreign Exchanges, referred 
to and partly reprinted below. 

5. — Faotoes affecting the Foreign Exchange 

Situation. 

{a) Balance of Trade. 

Even after talcing into consideration the change in 
the value of money, the trade balance of the United 
Kingdom is now appreciably more adverse in visible 
goods than it was before the war. Before the war 
imports of goods exceeded exports by about £150 
millions. Against this there was believed to be a net 
excess of ‘ invisible ’ exports amounting to about 
£350 millions. Interest on foreign investments was 
estimated at about £200 millions, and the profits of 
the merchant navy, the commissions earned by 
bankers and finance houses, ,the premiums gathered 
abroad by insurance companies and similar dues 
accounted for the balance. Thus, taking visible and 
invisible trade together, the United Kingdom had an 
actual favourable balance of about £200 millions, which 
she was believed to be investing abroad. Her adverse 
balance in visible goods for the .year 1919 amounted to 
£669 millions. The Board of Trade has recently 
estiniated the net invisible exports as follows : — 

1919. 

£ mill. 


Net income from investments . 80 
Net shipping income . . . . . . 400 

Other services . . . . . . . . 40 

Total . , . , , , , . 520 ; 

(293) '/■ ■_ , K/ 
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From tHs estimate it ■would appear tliat tlie favour- 
able balance of about £200 milbons bas been changed 
into an adverse balance of nearly £150 millions. On 
the other hand, the Board of Trade is of the opinion 
that the invisible exports during 1920, as compared mth 
1919,, will show an increase of £120 millions. If this 
estimate be correct, it is not unreasonable to suppose 
that there will be a real surplus of exports over imports 
during the current year. 

(&) Foreign Indebtedness. 

During the War the United Kingdom, according to 
the statement of the Chancellor of the Exchequer in 
the House of Commons on April 30th, 1919, borrowed 
£1,350,000,000 abroad. Her loans to her Allies and the 
Dominions amounted to about £1,700,000,000. She has 
in addition sold abroad a large amount of her foreign 
investments, those disposed of through the Dollar Securi- 
ties Committee alone having exceeded £200,000,000.' In- 
terest is, however, not being paid at present to the United 
States for the debts contracted there, and only a small 
amount is being received on the loans made elsewhere, 
so that the balance of the foreign indebtedness arising 
out of the war has no appreciable efiect on the current 
exchange position at the present time. The British 
position is to some extent less favourable than the figures 
of imports and exports would seem to indicate, since a 
large part of the exports is now necessarily made to 
countries which are only in a position to buy on credit, 
and such exports contribute nothing towards the 
balancing of the adverse trade account of the country. 

(c) Inflation. , 

The extent of currency depreciation is indicated by the 
rise in wholesale prices during the war, which at the 
end of December, 1919, amounted, according to the 
Economist index number, to 173*5 per cent. This 
may be taken as a fair measure of the depreciation of 
currency in terms of goods, while the discount on 
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sterling wliicli is expressed in the exchange on New 
York is perhaps the best indication of the fall in the 
gold value of the pound note. The exchanges of most 
of England’s late allies and enemies are very strongly 
in her favour. The following adverse rates were quoted 
on December 23rd, 1919 : — 

New York 3-84 4-86| 

Madrid 19 -921 25 -221 

Amsterdam .. .. .. 10-15 12-107 

Switzerland .. .. ... 21-15 25-22|- 

(d) Uncertainty as to the Financial and Political position. 

Uncertainty as to the United Kingdom’s financial 
position or her political stability can hardly be said to 
be a factor afiecting the foreign exchange -situation. 

6. — The Effect of Depeeciated and Fluctuating 

Exchanges upon Inteenational Teade. 

The effect of the exchange position on the inter- 
national trade of the country may be summed up by 
saying that it tends to become expensive for the United 
Kingdom to buy goods in those countries which quote 
adverse exchanges, wliile her export trade with coun- 
tries which quote favourable exchanges is hampered, 
in the first place by the difficulty of securing payment 
from possible customers, and in the second place by 
the temporary advantage which a depreciating currency 
gives to some foreign exporters competing in neutral 
miarkets. On the other hand, the demand for British 
goods of various lands is now general from all parts of 
the world, and there is no doubt that there is a ready 
market for all the goods that the United Kingdom is in 
a position to produce and is able to transport to their 
destination. 

7. — ^Peoposals foe Cueeency Eefoem and Impeove 

MBNT OF THE EXCHANGE POSITION. 

With regard to the re-organisation of the currency 
and foreign exchange situation in the United Kingdom, 

. (292) k2 
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it is felt that the chief need is a reversal of the policy 
by ■which inflation of currency and credit has been 
produced. This policy, as has been shown, involved 
an extensive use of loans made by the banhs directly 
or indirectly to the Government for the purposes 
of war finance. The reversal of this policy would 
thus meah that the Government would take, by 
taxation or by loans from real investors, more money 
than it has to spend on current expenditure, so that it 
may have a balance wherewith to pay off loans from 
the banlrs, thereby reducing the inflation of credit and 
the inflation of currency which necessarily accompanies 
it. An increase of production, resulting in the relation 
between commodities and currency being restored to 
a more normal position, would tend in the same direction. 
More technical recommendations for the restoration of 
the gold standard have been made by Lord Cunliffe’s 
Committee on Currency and Foreign Exchanges. The 
summary of the conclusions contained in the Interim 
Eeport and the whole of the Final Report are reprinted 
below. The Government has already taken steps, 
referred to above, to give effect to some of the Com- 
mittee’s recommendations. 



Interim Report of the Committee on Currency 
and Foreign Exchanges after the War. 


SuiEMARY OP Conclusions. 

Our main conclusions may be briefly summarised as , 
follows ; — 

Before the war the country possessed a complete 
and efiective gold standard. The provisions of the 
Bajik Act, 1844, operated automatically to correct 
unfavourable exchanges and to check undue expansions 
of credit. 

During the war the conditions necessary to the 
maintenance of that standard have ceased to exist. 
The main cause has been the groivth of credit due to 
Govermnent' borrowing from the Banlc of England 
and other banlcs for war needs. The unlimited issue 
of currency notes has been both an inevitable con- 
sequence and a necessarj’’ condition of this growth of 
credit. 

In our opinion it is imperative that after the war the 
conditions necessary to the maintenance of an effective 
gold standard should be restored without delay. Unless 
the machinery which long experience has shown to be 
the only efiectiye remedy for an adverse balance of 
trade and' an undue growth of credit is once more 
brought into play, there will be grave danger of a pro- 
gressive credit expansion which will result in a foreign 
drain of gold menacing the convertibility of our note 
issue and so jeopardising the international trade posi- 
tion of the country. - ' ‘ ■ 
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The pre-requisites for the restoration of an effective 
gold standard are ; — 

{a) The cessation of Government borrowing as soon 
as possible after the war. AYe recommend that 
at the earliest possible moment- an adequate 
t sinking fund should be provided out of revenue, 
so that there may be a regular annual reduction 
of capital liabilities, more especially those which 
constitute the floating debt. 

{h) The recognised machinery, namely, the raising 
and making efiective of the Bank of England 
discount rate, which before the war operated to 
check a foreign drain of gold and the speculative 
expansion of credit in this country, must be kept 
in working order. This necessity cannot, and 
should not, be evaded by any attempt to continue 
diSerential rates for home and foreign, money 
after the war. 

(c) The issue of fiduciary notes should, as soon as 
practicable, once more be limited by law, and 
the present arrangements under which deposits 
at the Banlr of England may be exchanged for 
legal tender currency without afiecting the 
reserve of the Banking Department should be 
terminated at the earhest possible moment. 
Subject to transitional arrangements as regards 
currency notes and to any special arrangements 
in regard to Scotland and Ireland which we may 
have to propose when we come to deal with the 
questions affecting those parts of the United 
Kingdom, we recommend that the Note Issue 
(except as regards existing private issues) should 
be entirely in the hands of the Bank of England. 
The notes should be payable in London only, 
and should be legal tender throughout the United 
Kingdom. 

As regards the control of the Note Issue, we make 
the following observations : — 

(1) AVhile the obligation to pay both Bank of England 
notes and currency notes in gold on demand 
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should be maintained, it is not necessary or 
desirable that there should be any early resump- 
tion of the internal circulation of gold coin. 

(2) While the import of gold should be free from all 
restrictions, it is convenient that the Bank of 
England should have cognisance of all gold 
exports, and we recommend that the export of 

- gold coin or bullion should be subject to the 
condition that such coin and bullion has been 
obtained from the Banlc for the purpose. The 
Bank should be under obligation to supply gold 
for export in exchange for its notes. 

(3) In view of the withdrawal of gold' from circulation 
we recommend that the gold reserves ,of the 

' country should be held by one central institution, 
and that all banks should transfer any gold now 
held by them to the Bank of England. 

Having carefully considered the yarious proposals 
which have been placed before us as regards the basis 
of the fiduciary note issue, we recommend that the 
principle of the Bank Charter Act, 1844, should be 
maintained, namely, that there should be a fixed fidu- 
ciary issue beyond which notes should only be issued 
in exchange for gold. The separation of the Issue and 
Banking Departments of the Banlc of England should 
be maintained, and the Weekly Eeturn should continue 
to be published in its present form. 

We recommend, however, that provision for an 
emergency be made by the continuance in force, subject 
to the stringent safeguards recommended in the body 
of the Eeport, of Section 3 of the Currency and Bank 
Notes Act, 1914, under which the Bank of England 
may, with the consent of the Treasury, temporarily 
issue notes in excess of the legal limit. 

“ We advocate the publication by the banks of a 
monthly statement in a prescribed form. 

We have come to the conclusion that it is not' prac- 
ticable to fix any precise figure for the fiduciary note 
issue immediately after the war. ' 
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We tMnlc it desirable, therefore, to fix the amount 
which should be aimed at as the central gold reserve, 
leaving the fiduciary issue to be settled ultimately at 
such amount as can be kept in circulation without 
causing the central gold reserve to fall below the amount 
so fixed. We recommend that the normal minimum 
of the central gold reserve to be aimed at should be, 
in the first instance, £150 millions. Until this amount 
has been reached and maintained concurrently , .with 
a satisfactory foreign exchange position for at least a 
year, the policy of cautiously reducing the uncovered 
Note Issue should be followed. When reductions 
have been effected, the actual maximum fiduciary cir- 
culation in any year should become the legal maximum 
for the following year, subject only to the emergency 
arrangements previously recommended. When the 
exchanges are working normally on the basis of a 
minimum reserve of £150,000,000, the position should 
again be reviewed in the light of the dimensions of 
the fiduciary issue as it then exists. 

We do not recommend the transfer of the existing 
Currency Note Issue to the Bank of England until 
the future dimensions of the Fiduciary Issue have been 
ascertained. During the transitional period the issue 
should remain a Government issue,, but new notes 
should be issued, not against Government securities, 
but against Bank of England notes, and, furtheimore, 
when opportunity arises for providing cover for existing 
uncovered notes. Bank of England notes should be used 
for this purpose also. Demands for new currency 
would then fall in the normral way on the Banking 
Department of the Bank of England. ' 

Wlren the fiduciary portion of the issue has been 
reduced to an amount which experience shows to be 
consistent vdth the maintenance of a central gold 
reserve of £150 millions, the outstanding currency 
notes should be retired and replaced by Bark of England 
notes of low denomination in accordance with the 
detailed procedure which we describe. 



Fiiul Eepoet of the Committee on Cueeency and 
Foeeign Exchanges aftee the Wae. 

1. We have the honour to present herewith our final 
Boport on certain matters referred to us in January, 
1918, with which we were not in a position to deal in 
our Interim Eeport in August of phat year. 

2. Foreign Exchanges. — ^We stated in the introduc- 
tion to oiu' Interim Eeport our opinion that a sound 
system of ciu’rency would in itself secure equilibrium 
in the Foreign Exchanges. We have reviewed the 
criticisms which have been made upon this part of our 
Report, liut we see no reason to modify our opinion. 
We have found nothing in the experiences of the war 
to falsify the lessons of pre\’ious experience that the 
adoption of a currency not convertible at will into gold 
or other exportable coin is likely in practice to lead 
to overissue and so to destroy the measure of exchange- 
able value and cause a general rise in all prices and an 
a'dverse movement in the foreign exchanges. 

3. The nominal convertibility of the currency note 
which has been sustained by the proliibition of the 
export of gold is of little value. The weakness of the 
exchanges is in a measure due to trade conditions, but 
an important cause of the depreciation in sterling in 
New York and other financial centres is, in our opinion, 
to be found in the expanded state of credit in this 
country. The existing expansion is not merely the 
legacy of the stress of war finance. and Government 
borrowings, which even now have not ceased, but also, 
in part the result of maintaining rates for money in 
London below those ruling in other important financial 
centres. The difficulties of the Foreign Exchanges’ 
position are aggravated by the grant of long term 
loans and credits, whether directly or under guarantee 
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or otherwise by the Government or by private lenders, 
to enable foreign States or tbeir nationals to pay for 
exports from this country. Tew of these loans and 
credits will be liquidated at an early date. The large 
payments which we have to make to America, North 
and South, for necessary imports of foodstuffs and raw 
materials from those countries make it. essential that 
we, in our turn, should secure payment in cash for as 
large a proportion as possible of our exports, visible 
and invisible. We recommend therefore that preference 
should be given to exports to countries which are able 
to make payment in the ordinary course of trade. 

Increased production, cessation of Government 
borrowings and decreased expenditure both by the 
Government and by each iudi^ddual member of the 
nation are the first essentials to recovery. These must 
be associated with the restoration of the pre-war 
methods of controlling the currency and credit system 
of the country for the purpose of re-establishing at an 
early date a free market for gold in London. 

4. Bank of England. — The principles of the Bank 
Charter Act of 1844 were fully considered by- us in 
our Interim Report. We have examined with care the 
opinions there expressed in the light of certain criti- 
cisms which have been made with regard to them. 
We see, however, no reason to alter our conclusions. 
We have again considered the principles governing the 
banking systems of the principal foreign countries and 
we are satisfied that they are not so well adapted to 
the needs of this country as those contained in the Act 
of 1844. Certain important alterations which experience 
suggested to be desirable have been made in the con- 
stitution and management of the Bank during the war, 
and we do not now think it necessary to make any 
further recommendation. 

5. Government Borrowings on Ways and Means Advances 
from the Bank of England.— We desire to draw atten- 
tion to the extensive use made during the war of the 
system of Ways and Means Advances from the Bank of 
England. We referred to this matter in paragraph 16 



United Kingdom. 155 

of our Interim Keport and explained its effect in causing 
credit and currency expansion. The powers given to 
the Government by Parliament to borrow from the 
Banlc of England in the form of an overdraft on the 
credit of Ways and Means were, as the name implies, 
intended to enable the Government to anticipate 
receipts from Revenue or permanent borrowings for a 
brief period only. Indeed, Parliament by expressly 
providing that all such advances should be repaid in 
the quarter following that in which they were obtained 
showed that it had no intention of bestowing upon the 
Government the power of securing an overdraft of inde- 
finite duration and amount. Under the exigencies of 
War finance the Government found it necessary to re- 
borrow in each quarter on the credit of Ways and Means 
the amount needed to enable them to comply with the 
statutory requirement that the previous quarter’s 
Ways and Means Advances should be repaid, with the 
result that the total outstanding advances remained 
for a long time at a high figure. We are glad to see that 
efforts are now being made to reduce this overdraft to 
more moderate dimensions. 

We, therefore, hope, now that conditions are less 
abnormal, that the Government will confine its use of 
Ways and Means and Advances from the Bank of 
England to providing for purely temporary necessities. 
Such advances afford a legitimate method of tiding over 
a few weeks’ shortage, but are entirely unsuitable for 
borrowings over a longer period. 

6. Foreign BanJcs . — Several of our witnesses have 
called attention to the conditions under which it is 
open to foreign banks to establish themselves in this 
country. We suggest that this is a matter which should 
receive the early attention of His Majesty’s Government. 

7. Scottish and Irish BanJcs . — ^We have now taken 
evidence in regard to the application of the recommenda- 
tions in our Interim Report to Scotland and Ireland. 
The status of legal tender was given to the notes of the 
Scottish and Irish banks of issue as an emergency 
measure to tide over the period at the outbreak of war 
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when a serious shortage of currency was threatened, a 
condition of affairs which no longer obtains. Some of 
the witnesses on behalf of the vScottish and Irish banlv.s 
showed a marked desire to retain the privilege of legal 
tender status for their notes. In our opinion the grant 
of legal tender status could not be given permanently 
to the notes of Scottish and Irish banlcs except imder 
statutory conditions similar to those embodied in the 
Bank Act of 1844. The e\ddence before us indicates 
that rather than be subjected to such conditions the 
banks would prefer the restoration of the pre-war 
status. We accordingly recommend that the pre-war 
status be restored. We further recommend that when 
the position which we contemplate in our Interim 
Report is ultnnately reached the cover held by the 
Scottish and Irish banks for their excess issue shall take 
the form'bf any legal tender at that time in existence. 

8. Currency Note Issue. — ^We have considered whether 
steps should not be taken at an early date to impose 
limitations upon the fiduciary portion of the -currency 
note issue with a view to the restoration of the normal 
arrangements under which demands for new currency 
operate to reduce the reserve in the Banking. Depart- 
ment of the Bank of England. In mew of the fact 
that demobilisation is approaching completion and that 
as we hope fresh Government borrowing will shortly 
cease, we consider that effect should now be given to 
the recommendation made in our Interim Report that 
the actual maximum fiduciary circulation in any year 
should become the legal maximum for the following 
year, subject only to the eraergency arrangements 
which we proposed in paragraph 33 of our Interim 
Report. The policy of placing Bank of England notes 
in the Currency Note Reserve as cover for the fiduciary 
portion of the issue as opportunity arises shoidd, of 
course, be contiaued. We recommend further that the 
Treasury Minute made under Section 2 of the Currency 
and Bank Notes Act, 1914, providing for the issue of 
currencj^ notes to Joint Stock Banks, which is in fact 
inoperative, should now be ^¥ithdrawn. , 
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Argentina, Chili, Uruguay. 

SUMMAEY. 

Hone of these countries took an active part in the 
War and their respective Governments have not had to 
resort to credit inflation for financing their own require- 
ments. At the same time, in each of these countries 
there has been some credit inflation arising from other 
causes. In Argentina and Uruguay it resulted from the 
methods adopted for granting loans to the Allied 
Governments. In all three countries commodity prices 
have risen. 

In relation to New York the foreign exchange situa- 
tion is now much the same as it was before the War ; 
but European countries have some difiiculty in finding 
sufficient exchange to pay for the exportable surplus 
of Argentina and Uruguay which they require. 



Argentina. 


1. The Cueueecy and Banking System befoee the 

Wah. 

After passing tlirough many periods of difficulty, the 
currency of Argentina has for some years past been on a 
very stable and satisfactory basis. Up to the end of 
last century the currency condit ions ivcre most unstable, 
and indeed chaotic. The value of the notes fluctuated 
constantly and violcntl}*, and trade could only be 
carried ou under the greatest dififculties. 

For instance, in 1870 there vas a premium on gold 
in Argentina of about 3,000 per cent., whicli three years 
later liad been reduced to 2,400 per cent. In 1882 
and 1884 there ivas a remarkable change in the position, 
the paper peso in these two years — for the first and only 
time on record— being on an absolute parity with gold. 
In 1891, in the crisis period, a premium of 287 per cent, 
was established on gold, and in 1902 the premium was 
130 per cent. But the establishment of the Conversion 
Office in 1903 gave Argentina a .stable currency which 
she still enjoys. 

Under its constitution the Conversion Office undertook 
to issue currency notes against deposits of gold at the 
rate of 1 paper dollar {knoum as iMoneda Legal) for 
every 44 c. gold. For the purpose of the note issue the 
gold coins of foreign countries are received b}’’ the 
Conversion Office at fixed parities. 

The period of prosperity which the Argentine enjoyed 
in the years following upon the establishment of the 
Conversion Office and the steady accumulation of gold 
resulting from the favourable balance of trade, permit- 
ted the Conversion Office scheme to be established on a 
firm basis, and in the unfavourable years 1912-1913 
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Argentina was enabled to part with gold, to the extent' 
.of many, millions.. sterlingjwithout anxiety. .' . 

In August, 1914, on the declaration of war in Europe, 
the Argentine Government decreed that the Conversion 
Office, should be 'closed as regards the issue of gold for 
notesjbut should remain open for the issue of notes agaiust 
gold deposits, the object being to prevent the exchange 
of paper- for gold, particularly on the part of the large 
ignorant proportion of the community which would 
have resorted to hoarding. ' . 

Owing to the enormous demands for the products of 
the. ArgentinCj which almost immediately developed as 
the result of the war, the Argentine exchange, which 
had depreciated slightly — although not to the same 
extent as the United States dollar in the first months 
of the War — reached a point which called for gold 
shipments, and in order to facihtate the movement of 
Argentine produce a Decree was promulgated authorising 
the issue’ by the Conversion Office of paper currency 
against deposits of gold in the Argentine Legations. 
Originally a charge of of 1 per cent, was made to cover' 
the shipping expenses, but this charge lyas raised to 2 per 
cent, as the additional cost of shiprdent became apparent. ' 

The heavy exports caused free use to be made of the 
permission to deposit gold at the legations, a!nd 'the 
total of gold at the legations on the ^Oth June, 1918, 
was $117,434,000. This is a net figm’e arrived at after 
allowing for very considerable withdrawals. The bulk 
of the deposits was effected in London, but the facility 
to deposit in -the other legations gave rise to very interest- 
ing international transactions, which do not, however, , 
afiect the present enquiry. ' , , 

■ The banking system of Argentina has been modelled 
very largely on Enghsh lines; the chief constituent 
is the Banco de la Nacion Argentina (Bank of the 
Argentine Nation), which, as its .name' implies, is the 
State bank of the country. . ' 

The Banco Hipptecario Nacional also constitutes an 
important part of . Argentina’s ' financial system. It 
lends mo^sy .on mortgages of land and obtains the 
.. .. (292), ' ' i. 
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requisite funds by tlio sale of securities (Cedulas), On 
tbe SOfch June, 1914, the amount of Cedulas outstanding 
was about $560,000,000 (paper). Tins total bad been 
increased to 600,538,475 by tbe 30tb Jime, 1919. 

In addition to tbese local banlns, there are a number of 
foreign banlcs. Tbe Britisb institutions, including tbe 
London Hiver Plate Banlc, Britisb Banlc of South America 
and tbe Anglo-South American Banli, are amongst tbe 
oldest established, and before tbe war German institu- 
tions bad also gained a footing in tbe countr}'. Tbe 
actmties of tbese latter have been greatly curtailed, and 
their place has been filled partly by tbe Britisb institu- 
tions and partly by American banlcs, which have made 
strenuous efforts to capture South American business 
during tbe War period. 


2. The use j,uu)e of Cukrency aicd BiUuoNG Credit 
TO Finance the Government during the WiUt 
AND ITS EFFECTS ON THE CURRENCY POSITION. 

The Argentine Government draws its revenue largely 
from import duties and tbe national revenue conse- 
quently suffered when shipments to tbe coimtry were 
drastically curtailed during tbe \Yar. Budget deficits 
have been substantial and persistent. Taxation has been 
increased from time to time to meet tbese deficits, but in 
tbe main they have been met b}' an addition to tbe 
floating debt, considerable amounts ba\'ing been 
borrowed on short terms from tbe Banco de la Nacion, 
and from other banking institutions operating in the 
country. 

■ During tbe later months of tbe war tbe European 
Allies bad great difficulty in providing sufficient funds 
in Argentina to pay for tbe exportable surplus of cereals, 
and as Argentina Awsbed to sell this surplus towards tbe 
end of 1918 a credit of $200,000,000 gold was arranged 
in favour of England and France and was utibsed for 
tbe purchase and shipment of grain. As tbe requisite 
funds were provided entirely by tbe Banco de la Nacion 
and tbe Albed banks operating in tbe country, tbe 
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operation necessarily resulted in credit inflation. Nego- 
tiations liave been in progress during 1919 for tbe 
repetition of tbis operation. 

3. Statistics. 

(a) Gold and Silver Holdings . — ^Tbe following table 
shows tbe casb position of tbe Banco de la Nacion and 
tbe other banks operating in Argentina on tbe 30tb 
June, 1914, and tbe 30tb June, 1919 : — 

Cash. 



30th June, 1914. 

i 

30th June, 1919. 

1 

Gold. 

Paper. 

i 

Gold. 

Paper. 

Banco de la Nacion 
Other banks 

BB 

Dollars. 

183.000. 000 

265.000. 000 

Dollars. 

36,036,484 

17,812,939 

Dollars. 

309,271,166 

520,186,070 

Grand total 

HQ 


53,849,423 

829,457,236 


(6) Circulation of Currency Issues and Bank Notes . — 
On tbe 30tb June, 1914, tbe statement of tbe Conversion 
Office showed issues of notes and subsidiary coinage 
amounting to §777,000,000. Against tbis there were 
held in the Issue Office and at tbe legations gold and gold 
bonds to tbe amount of §213,000,000, equivalent in 
paper to §484,090,000. Tbe proportion of gold to tbe 
total issue was 62*3 per cent. 

On tbe 30tb June, 1919, tbe position of tbe Conversion 
Office was as follows ; — ^Notes issued, nickel and copper 
coins, §1,163,944,679 ; against which tbe gold held in 
tbe Issue Office and at the legations was §383,207,637, 
which is equivalent to §870,926,000 (paper), or 74f per 
cent, of tbe total issue. 

(292) L 2 
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(c) Estimate of Gold and Silver in the hands of. the 
Pnblic . — Specie payments ha\nng been suspended since 
tbe commencement of the war, the amount of gold and 
silver in the hands of the public is probably qmte small. 

(d) Bank Deposits . — ^The following table shows the 
position of the Banco de la Nacion and the other leading 
banlcs of the country as regards deposits : — 


Deposits. 



30th June, 1914. 

! 

30th June, 1919. 

i 

Gold. 

Paper. 

Gold. 

Paper. 


Dollars. 

1 

Dollars. 

Dollars. 

Dollars. 

Banco de la 
Nacion. 

10,000,000 

522,000,000 

3,139,622 

1,193,996,050 

Other banks . 

25,000,000 

813,000,000 

7,580,578 ! 

1 

1,664,005,900 

Grand total... 

41,000,000 

1,335,000,000 

1 

10,720,200 

2,858,001,902 


(e) Exchange Bates . — The followng table shows the 
position of exchange before the War and at the 30th 
June, 1919 ; — 


1 

1 

1 

• Par. 

30th June, 

1914. 

1 

30th June, 
1919. 

London ! 

47-619(1. 

47,'t(Z. 

MMH 

New York 

103-64 

104-6 



-4. The System oe CimREiicY akd Banking at present 
IN Operation. 

The . system of currency, and banking at present in 
operation is identical with that existing before the War. 

(a) There have been no permanent .alterations of the 
Pre-War system. 
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• {h) . Convertibility' and Acceptability of Currency and 

Barih Notes.— IA xq satisfactory position of currency and 
bank note issues in respect of acceptability, both legal 
and customary^ is unchanged although since the out- 
break of war notes have not been convertible into 
gold. • 

(c) There has not been any official control of foreign 
exchanges . . . , 

{d) Ko official support of the foreign exchanges has 
been given, although at times of violent fluctuation 
the Banco de la Nacion has occasionally come into the 
market as a dealer for moderate amounts of exchange. 

(e) The various forms of currency in actual use within 
the country as media of exchange are paper (Moneda 
Legal), and the various foreign gold coins which are 
legal -tender at fixed rates. 

■ (/) There is no hoarding of metallic and note cur- 
rencies in the Argentine to-day. 

{g) Barter is not necessary, as currency is readily 
accepted in all transactions. 

(7i) No changes in the currency system are expected. 

Pluctuations in exchange have caused some incon- 
venience to foreign trade but the premium on Argentine 
currency has not had the efiect of diminishing exports. 

5;. Principal factors affecting the- Foreign. 

Exchange Situation. 

{a) Balance of Trade. — ^During the earlier part of the 
war there was a considerable diminution in Argentina’s 
imports from abroad, this being mainly due to the,, 
shipping difficulties. The imports in 1914 were valued at 
a little under 99 millions sterling, but by 1915 they had 
dropped to about 60 millions, afterwards recovering to 
approximately: the pre-war figure; but, owing to the 
fact that foodstufis and other necessary commodities 
form so large a part of Argentina’s e3p)orts, the value of 
shipments from the country tended upward, as is shown 
in the following table ' ■ ; 
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— 

Imports. 

Exports. 

Balance of Trade 
in favour of 
jVrgentina. 

■ 

r 

£ 

£ 

£ 

1913 

99,215.000 

103,831,000 

4,586,000- 

1914 

01,516,000 

80,626,000 

16,080,000 

191.5 

61,099.000 

116,436,000 

55,337,000 

191G 

73,226,000 

114, .599,000 

41,373,000 

1917 

70,061,000 

110,031,000 

33,970,000 

1918 

100,120,000 

172,292,000 

72,172,000 

Atrare^atc for 




six 5 ’ears ... 

£474,300,000 

697,818,000 

223,518,000 


It will he noted that in 1918 there was a sudden jiunp 
in the exports, the total being, in fact, some 30 per cent, 
higher than in the preceding jear, and this expansion 
is doubtless to be attributed to the arrangement whereby 
the principal banks operating in Argentina granted a 
credit of §200,000,000 to the Allies for the purpose of 
purchasing cereals within the comitr}\ This financial 
arrangement having been concluded, ships were allotted 
by the Allied Governments to convey the cereals in 
question from Ai’gentina to Europe, and the export 
figures were increased accordingly. 

From the above table it will be seen that the total 
imports for the past five years were equal to less than 
four years’ requirements on the 1913 basis, and this 
without making any allowance for the substantial rise 
in prices which occurred during the period. 

In the case of the exports, however, the aggregate 
for the past five years is equal to that of six years, taldng 
1913 as normal. As a consequence there has been a 
remarkable increase in the balance of trade in favour 
of Argentina and, whereas in 1911 there was an import 
surplus of a little over £12,000,000 and in 1913 an export 
surplus of only £4,586,000, in the following five years 
the aggregate: excess of exports over .imports was 
£217,000,000, or about £43,000,000 per annum. These 
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figures go far to explain the steady appreciation in the 
j!\jgentine dollar as compared witli tlie sovereign. 

(b) Foreign Indebtedness. — The external debt of Argen- 
tina amounts to a little over 60 millions sterling, practi- 
cally tbe whole of which was issued in the London market. 
Since the commencement of the war, however, Argentina 
has borrowed in the New York market, an issue of 
$25,000,000 of 6 per cent. 5-year Treasury Bonds having 
been placed there in May of 1915. 

The average amount of debt per head of population 
in Argentina is approximately £7. 

(c) Currencxj Depreciation by Inflation. — ^Argentina has 
not escaped the general rise in prices which has been 
world-wide du^ng the past five years, but in her case, 
as in that of most other non-belligerent countries, it has 
been due to a movement sympathetic with the rise in 
other countries and to the actual shortage of commodities 
rather than to any unhealthiness in currency conditions. 
As a matter of fact, Argentina’s currency is very much 
sounder now than before the war, as is shown by the 
statement of the Conversion Office quoted on an earlier 
page. The great prosperity of the country, however, 
and the increased volume of paper in cirbulation have 
naturally been to some "extent responsible for the rise 
in commodity prices. 

(d) Uncertainty as to Financial Position. — ^Although 
the policy of the Government has been a source of pre- 
occupation and has constantly provoked comment, it is 
not considered that uncertainty as to the financial 
stability of the country afiects the international situation 
at the present time. 

(e) Uncertainty as to Pohtical stability.— Argentine 
Government, for the first time in history, is in the hands 
of the Liberal Party, and their policy as regards the 
handling of the Labour situation has been the cause of 
considerable anxiety ; but this feature, which might in 
some circumstances have manifested itself in the foreign 
exchange situation of the country, has been entirely 
outweighed by the heavy trade balance in favour of the 
Argentine. 



CHAPTER II. 


Chili. 


1. The ClTKREECY AND BANKING SYSTEM BEEOEE THE 

War. 

The year 1888 forms a useful date from which to' start 
a review of the monetary system in Chili. At that 
time the principal banlcs in Chili v/ere the Banco Nacional 
de Chili and the Banco Valparaiso, both of which 
institutions'" were entitled to issue currency notes. In 
addition, other smaller banking institutions had 
the same right of issue, provided that they deposited 
certain specified guarantees vuth the Government. The 
Chiban Government also had the power to issue notes, 
and did in fact exercise thfs power. • 

In 1891 there was a revolution in Chili, which'lasted 
from January to August ; President Balmaceda was 
routed and the Congress Party were victorious. Amongst 
the early legislation proposed by the new Government 
was a law dealing with the cuiTcncy, which it Avas sought 
to place upon a gold basis. In 1894 this law was carried, 
and the currency was placed upon a fixed gold basis of 
ISd. per dollar. This operated from the 1st July, 1895, 
until the middle of 1898, Avhen, owing to a temporary 
fall in sterling value of the currency from ISd. to 
17|-d., there was a run on the banks, and the Govern- 
ment, in order to prevent a general bankruptcy, declared 
a moratorimn of 30 days. As a further remedial measure 
the Government issued' §50,000,000 of paper money, 
with part of which it took, up the notes of the^ various > 
banks, at the same time withdrarving their privilege of 
further issue. As a result the only note issue in Chili 
since 1898 ias been that of the Governnient; 
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qipisaa aqq. si inioj jnasaid sji ni qn'Bq siqj, •q.u'Bjiodini 
jsoin aqq. si qiqQ ap oonBg; aqq suoiqnqiqsni aAiq^n aqq 
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aqq q'Bqq paAaqaq si qi pnB Aiajq ni pjaq si anros 

qnq ‘pn'BjSng; ni pjaq Aion si pnnj aAiasai aqon nBqnjQ 
aqq jo qisd aiq^iapisnoo y 'saq^qg poqtnjq aqq ni pjoS 
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pnB jMa^ ‘nopnoq qqm yCjqjBd paqisodap sbjA ppS 
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qiinoniB pasBaioni nB anssi oq qnanmioAO^ aqq asuoqqnB 
6 q sjBAiaqni qB paonpoiqni naaq osjb SBq noiqBjsiSaq 

•noiqB|3T§aj ^BinSiio aqq jo noiqBiado 
aqq SnpCBjap SAiBj Aian jo noiqonpoiqni aqqi^Cq panodqsod 
XqBnniqnoo naaq SBq noiqsanB aqq ‘sqnaniiCBd ppB jo noiq 
-dnmsai aqq ioj ainiq aqq qB poxq sbm aqBp b qSnoqqjy 
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2. The Use made oe Currency and Banking Credit 
TO Finance the Governiment during the War 
AND ITS Effects on the Currency Position. 

Chili not having been an active participant in the 
war, there was no necessity for the country to resort 
to special measures in order to finance the Govern- 
ment during the past five years, though it' may be noted 
that in the early days of conflict the revenue Avas greatly 
reduced by the faUing-off in the e3q)ort.s of nitrate', 
the duty upon which forms a large part of the national 
revenue. 

At the outbreak of the war, however, there was a 
financial crisis in the country, and in order to relieve 
the situation the Government authorised the banks to 
withdraw currency notes from the Treasury against 
the deposit of mortgage bonds, and also against gold 
lodged with the Chilian Treasury in London and, subse- 
quentty, in New York. The privilege of drawing notes 
against bonds has since been suspended and the notes 
which had previously been drawn have been paid off ; 
but notes against sterling or dollar deposits are still 
running. 

Up-to-date figures are not available, but the follovnng 
table gives a comparison of the gold held against the 
special notes at the end of the years 1914 and 1917 : — 



1914. 

1917. 


i 

Dollars. 

Dollars. 

British banks 

74,261,006 

54,748,254 

German banks 

27,127,604 

2,720,941 

Exchequer (Chilian) 

3,643,634 

24,764,607 

United States hanks 


11,910,755 


Another emergency measure ivas that by which the 
Government undertook to issue notes in favour of the 
nitrate industry exclusively, these .notes ranking as 
currency, but being repayable by the nitrate companies 
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on the shipment of their output. The amomit 
advanced by the Government was at the rate of 
3 pesos per quintal of nitrate, which at the time 
was considered sufficient to * allow the producers to 
continue working. The Government was doubtless 
moved to take tins special measure in view of the fact 
that nitrate is the staple industry of the country and that 
shipments of the fertiliser carry an export duty of 
2s. 4d. per quintal. Also it has to be taken into account 
that the closing down of a nitrate oficina is a matter which 
involves very considerable expense, since these oficinas 
are situated in a desert country and on a cessation of 
operations the whole of the workers disperse and a 
reassembhng when operations recommence is a matter 
of considerable time and difficulty. 

For a few months after the outbreak of war, the 
nitrate industry was in a parlous conchtion, but then 
important orders for nitrate were received on Allied 
account in connection with the manufacture of explosives. 
As a result, the industry recovered very markedly, 
and up fo the time of the Armistice the demand was 
sufficient to absorb the whole of the nitrate produced. 
This demand, however, was purely of war origin, and 
with the restoration of peace conditions it practically 
ceased. During the autumn of 1919, however, interest 
in nitrate again revived. 

3. Statistics. 

(a) Gold and Silver Holdings. — Separate figures are 
not obtainable, but the gold holdings of the Chilian 
banks as a whole on the 31st December, 1918, were 
$102,950,000, as compared Avith $108,160,000 at the 
end of 1914. 

(&) Circulation of Currency Issues and Banh Notes . — 
As already stated the amount of Government notes 
outstanding is $160,000,000 and this is the only note' 
issue of the country apart from the special issues 
authorised against the sterling and dollar deposits 
and against the nitrate output referred to above. 

There is no circulation of foreign notes. 
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(c) Estimates as to the amount of Gold and Silver in 
the Hands of the Puhlic. — As specie iDaj'ments have been 
suspended for so many years, the amount of actual coin 
in the bands of the public must be quite negligible, 

{d) Banh Deposits, including those of Central Banlc . — 
The total deposits of alb the banks in Chili at the end 
of 1914 and 1917 are sho^vn in the following table : — 


31st December, 1914. 

3lBt December, 1917. 

Gold. 

Paper. 

Gold. 

! 

Paper. 

Dollars. 

Dollars. 

Dollars. 

Dollars. 

09,000,000 

392,000,000 

121,000,000 

' 

500,000,000 


(e) Exchange Bates . — 



Par. 

30tb June, 
1914. 

! 

30tb June, 
1919. 

London ... 

181. 

' 9f7. ' 


Nev.' York 

36.99 c. 

18.49 c. 


1 

1 


■■■ 


4. The System of Cuerency and Banking at 

PRESENT IN OPERATION. 

Broadly speaking, the system of banking in use in 
Chili is based on the British system. As has been 
stated, the circulation is entirely in the form of Govern- 
ment notes, the total issue of which (apart from the 
special notes already described) has not varied during 
the War, the exact amount authorised at the present 
time, as in 1914, being $150,853,000. Against this a 
conversion fund of $111,270,000 gold was held at the 
31st December last, as compared with $108,160,000 in 
1914. 
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(а) There have been no Perinanent Alterations in the 
Pre-War System. 

( б ) The Convertibility and Acceptability of Currency and 
Bank Notes. — ^The note issiie at present is inconvertible, 
but this fact in no way affects its acceptability within the 
country. In the opinion of some senators, deputies and 
leading people in Chili the resumption of gold payments, 
if decided upon, should be made on the basis of 12d. 
per dollar, but others strongly incline to the view that 
the old level of 1S«^. should b^e reverted to. It is doubt- 
ful, however, whether the Chilian Government vdll 
again adopt a gold currency until they can be reasonably 
assured of a continuance of a balance of trade in favour- 
of the country. 

(c) and (d) There has been no Official Control or support 
of the Foreign Exchanges. — ^The State on occasions sells 
exchange, but it does so as a private dealer only. If 
the Government happens to hold important simis abroad, 
it can, and on occasions does, influence the rate of 
exchange. 

(e) Various Forms of Currency in actual use within the 
Country. — ^The only forms of currency ip the country 
have akeady been described. 

(/) Hoarding of Bletallic and Note Currencies. — Such 
hoarding, if it exists, is quite small. i 


5. Factors .iVFFECTrNG the Exchange Position. 


(a) Balance of Trade. — The figures for the five years 
1914 to 1918 were as follows : — 


Year. 

Imports. 

Exports.' 

Export Surplus. 


Dollars. 

Dollars. 

Dollars. 

19U 

269,766,699 

299,675,-135 

29,918,726 

1915 

163,211,557 

327, -179,158 

17-1,267,601 

1916 

222,520,825 

513,580,000 

291,059,172 

1917 

355,077,027 

712,289,028 

357,212,001 

1918 

-136,071,000 

799,620,000 ’ 

363.516,000 
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It -will be noted that in the five years the value of 
Chili’s exports exceeded that of her imports by over 
§1,200,000,000 in the aggregate. Trade in Chili is chiefly 
dependent upon developments in the nitrate and agri- 
cultural industries. Foreign exchange is afiected to a 
great' extent by the former, in view of the fact that the 
nitrate industry pro\’ides the principal export of the 
country, and that the Government derives quite an 
important part of its revenue from the export duty upon 
nitrate. The high prices of agricultural and other 
products of the country have brought a period of 
prosperity to farmers and other branches of trade. 

(&) Foreign Indebtedness. — The foreign indebtedness 
of Chili amounts to about £30,000,000, the great bulk 
of which is held in England. 

(c) Inflation. — Commodity prices have risen, and the 
rise was probably partly due to the special issues of 
notes referred to above. 

(d) and (e) Uncertainty as to Financial and Political 
Position. — Financial and political conditions are satis- 
factory. 



CHAPTER III. 


Uruguay. 


1. Tjie Cubrency and Banking System before the 

War. 

The monetary system of the Republic of Uruguay is 
on a gold basis, but the country has no actual gold coins 
in circulation, while its subsidiary coinage — ^silver and 
copper — are minted for the Government in Buenos 
Aires. Having no gold coinage of its own, the 
Republic makes use of the coins of foreign countries, 
which circulate freely at certain, fixed legal values 
which are given below. The cliief currency of the 
country, however, is the Government note, which is 
issued by the Banco de la Republica, and is on a sound 
basis, the issue being covered to the extent of approxi- 
mately 70 per cent, in actual gold. This, for all practical 
puqjoses, may be said to be now the only note issue in 
the comitry, since concessions giving the right of note 
issue to various banldng institutions have in nearly all 
cases expired. 

The chief factor in the monetary system of Urugua}'- 
is the Banco de la Republica, which acts in all the 
capacities of a State bank. The original charter stipu- 
lated that one-half of the annual profi.ts should go to 
the Urguayan Treasury as general revenue and that the 
balance shoidd remain with the bank, and, being treated 
as a surplus, should go to increase the amount of its 
capital resources. New legislation has, however, been 
brought forward empowering the bank to retain the 
whole of its proidts and add them to capital, this 
modification of the law lieing intended to increase the 
banlr’s power to support the trade and industry of the 
country. In 1914, a profit of §1,200,000 was earned, 
and as a result the capital resources of the bank were 
increased to §13,262,000, 
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2. The Use made oe Cuheencm ahd Backing Ckedit 

TO FnfAKTCE THE GoVEEATiIENT DUErN'G THE WaP. 

AHD ITS Effects oh the Cup«.rency Posittoh. 

Uruguay took no active part in tke War, and no 
special measures were necessary for financing the 
Government, excepting tkat in September, 1914, an 
Internal Loan for $4,000,000 was floated, the greater 
part of the funds being used for meeting the Budget 
deficit of tbe preceding financial year and for providing 
tbe purcbase price of tbe Mortgage Bank. 

Uruguay was able to assist tbe Albes to finance 
purchases witbin tbe country by granting a credit of 
$40,000,000 gold to France and Great Britain. 

Uruguay benefited greatly from war conditions par- 
ticularly from tbe general advance in tbe prices of meat, 
cereals and other products. As a result, tbe exchange 
value of Uruguayan currency has advanced to a consider- 
able premium, cable transfers on London having risen to 
a point as high as 67^. before tbe end of 1919, as con- 
trasted with a parity of 51 .062d., or $4.70 per £ sterling. 


3. Statistics. 


(a) Gold and Silver Holdings. — Tbe gold holdings of 
tbe banks on, the 30tb June, 1914, and tbe 30tb June, 
1919, were as follows : — 



30th June, 
1914. 

30th June, 
1919. 


Dollars. 

Dollars. 

Banco de la Bepublica 

14,245,890 

45,091,787 

Other banks / 

6,049,000 

1 

4,690,000 


(&) Circulation of Currency Issues and Banh Notes . — 
Tbe note issue of the Banco de la Bepubbca on tbe 30tb 
June, 1914, • was $22,235,000 but by tbe 30th June, 
1919, it had increased to $63,450,000, tbe gold bolding 
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in tlie interval (as is shown above) having been more 
than trebled. 

(c) Estimates of Gold and Silver Coin in the Hands of 
the Public. — ^No reliable figures are obtainable, but the 
amount is probably quite small. 

(d) Bank Deposits, inchiding those of the Central 
Bank. — ^The comparative figures are as follows : — 



30th Juno, 
1914. 

30th June, 
1919. 

Banco do la Rcpublica 
Other banka 

1 

1 

1 

... ...i 

1 

Dollars. 

12.035.000 

31.610.000 

Dollars. 

43.300.000 

61.500.000 

(e) Bates of Exchange . — 

— 

1 

i 

Par. 

30th June, ‘ 
1914. 

1 

30th Juno, 
1919. 

• ■ 1 

London 

New York 

51 -kd. 
$0-9CG 

DOfod. 

97 per cent, 
(approx.) 

54-2d. 

100 per cent, 
(approx.) 


4. The System of Currency and Banking at 
Present in Operation. 

(а) There have been no permanent alterations in the 
pre-War currency and hanking system. 

(б) Convertibility and Acceptability of Currency and 
Bank Notes. — The position of currency and bank note 
issues in respect of convertibility and acceptability, both 
legal and customary, is unimpaired. 

(c) a 7 id {d) There has been no official co7itrol or support 
of the foreign excha^iges. 

(292) 


M 
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(e) Forms of Currency in actual use. — Foreign gold 
coins are accepted at fixed values as follows 


Dollars. 


£1 (British) . . . . . . 

.. 4-70 

§10 (United States) 

.. 9-6G 

§5 (Argentina) . . 

.. 4-G5 

20 mibreis (Brazilian) 

10-57 

§20 (Chilian) 

.. 7-05 

20 marlcs (German) 

.. 4-60 

20 fr. (Latin Union) 

.. 3-73 


(/) Hoarding. — There has been no hoarding of 
metallic and note currencies worth mentioning. 

{g) Barter. — In consequence of the excellent currency 
position, barter does not exist. 

Qi) N6 changes in the currency system are anticipated. 


6. Factors arfecting Foreign Exchanges. 

(a) Balance of Trade. — ^The following are the figures 
of Uruguay’s foreign trade for the five years ending 
1917 


Year. 

Exports. 

Imports. 

Export Surplus 


Dollars. 

Dollars. 

Dollars. 

1913 

es, 490, 000 

50,353,000 

18,143,000 

1914 

52,419,000 

37,235,000 

15,184,000 

1915 

73,291,000 

34,980,000 

38,311,000 

1916 

68,341,000 

33,803,000 

34,538,000 

1917 

103,456,000 ■ 

71.608.000 

31,848,000 


(&) Foreign loidebtedness. — In December, 1914^ the 
Public ■ Debt of Uruguay amounted to §142,873,000, 
but against this the State holds valuable assets in 
the shape of the Banco de la Kepublica (valued at 
about §22,000,000), the State Insurance Bank (valued 
at §10,000,000) and the Mortgage Banlc, (valued at 
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$12,000, /■•OC). It foUo-ws, thetefore, that approximately 
one-t'urd ui Uruguay’s Public Debt is represented by 
real assets of a character likely to increase in value. 

(e; inflation . — There has been a rise in the prices of 
commodities which was probably partly caused by the 
impoPos of gold and provision of bank credits fox Prance 
and Great Britain. 

id.) Financml and Political Position . — The credit of the 
Government reflects satisfactory financial and political 
conditions. 

In view of the excellent economic position of the 
country, ho measures for the reform of the currency or 
improvement of the- exchange position have been 
suggested. 

It may be stated, however, that the fluctuations in 
exchange, as might be expected, have been somewhat 
inconvenient to a community interested in international 
trade, but in view of the insistent demands for meat, 
meat products and cereals, these fluctuations^ cannot be 
said to have hindered international trade. 



CHAPTER IV. 


United States of America. 


Summary. 

Since the outbreak of War banlung in the United 
States has been reorganised by the Federal Reserve 
Act. As a result of this Act the banking reserves of 
the country have been centralised, rendered .mobile 
and placed under the control of a national body, the 
Federal Reserve Board. Emther, currencj’- and banking 
credit have been given elasticity which they previously 
lacked. The financing of the War was handled by the 
Government through the Federal Reserve Banks, and 
resulted in a great expansion of banldng credits and 
consequently of Federal Reserve Note issues. The 
volume of Government secmrities owned by the banks, 
or held by them as collateral for loans, is still very 
great. The present level of comm.odity prices is more 
than 100 per cent, higher than that of five years ago, 
but the amount of money actually m circulation has 
increased less than 50 per cent. 

All notes circxdating in the United States are con- 
vertible into gold, both legally and in practice, at the 
Treasury in Washington, and a large surplus' of reserves 
in gold is retained in the Federal Reserve Banlcs. The 
prohibition against gold exports was removed in June, 
1919. At the same time, vdth unimportant exceptions, 
restrictions on dealings in foreign exchange were 
abolished. Since then the United States dollar has 
stood at a premium over most other currencies in the 
world, and that premium has tended to increase con- 
tinuously in the countries of all European belligerents, 
and also of the Scandinavian neutrals. No serious 
attempt has yet been made to arrest or reverse this 
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tsndency. Tlie only practical proposal for currency 
reform now under discussion is tlie reorganisation 
of the silver currency suggested by the rise in the 
price of silver. 

1. The CtTBRENcy and Banking System before the 

War. 

(«) BanJcing . — Before the inauguration of the Eederal 
Beserve System in November, 1914, the United States 
banking system was made up of : — 

(1) State Banlcs, chartered by the various State 
Governments and under the control of the State banking 
commissioners ; and 

(2) National Banks, operating under Federal charter 
and under the control of the United States Treasury. 

The system was completely decentralised. On 
June 30, 1914, there were roughly 27,000 independent 
banks, about 7,000 of these being National Banks and the 
rest State Banlcs. There was no central bank or central 
banicing system. The Federal Treasury was a so-called 
independent Treasury. That is to say its operations and 
expenditures were conducted independently for the 
most part of the banking system of the country and 
not through such a central bank as the Bank of England. 
The Treasury always had money on deposit in various 
amounts with the National Banks, but the Treasury 
was not under any obligation to make such deposits. 
Eeceipts might go direct into the Treasury, and 
payments might be made by vouchers on the Treasury. 

The country had a per capita circulation of money 
on June 30, 1914, of §40. There was little elasticity 
in the volume of circulation and relatively little 
elasticity also in the volume of bank credit. This 
latter was due, among other things, ’to the complete 
decentralisation of the system, and the entire lack of 
any co-ordinating body or bank to direct the operations 
of the system. ' 

The Federal Reserve System was organised under a 
Ifvw of Congress which retjuired th^t all Natipnal Banh^^ 
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should become members of the System or give up their 
Federal charter. Subsequently the law was amended 
to permit State Banks to join the Federal Reserve 
System, and a number have done so. The Federal 
Reserve System consists of twelve Banlrs located in 
each of the twelve districts into which the countr}’’ is 
organised. The)’’ are under the control of the Federal 
Reserve Board, which is appointed by the President, 
and of which the Secretary of the Treasur)’’ and the 
Controller of tlie Citrrency are ex-qfficio members. Tliese 
Reserve Banks are bankers’ banlcs and take no deposits 
from the general public. They are depositories for 
members of the System (the National Banlcs and such 
State Banks as have joined the System), who keep their 
legal reserves there and discount their paper when it 
is necessary for them to replenish their reserves. The 
Federal Reterve Bajilcs make their profits from their 
discount operations and from the securities in which 
they are permitted to invest some of their funds. The 
stock is held by the Member Banks and a maximum 
of G per cent, di’vidends are paid. Any surplus above 
this is taken in taxation by the Federal Government. 
The banlcs of the System, are, therefore, not a private 
money-making en’terprise, but a ‘ service ’ to the 
banlcs and the country as a whole. 

As the Member Banks require currency to pay out 
over their counter, they get it by dra-wing oii their account 
at the Federal Reserve Bank in their district. A 
Member Bank, however, must maintain its legal reserves, 
so that, if it has no credit above its reserve re- 
quirement, it must replenish its accoimt by the discount 
of commercial paper. The -type of commercial paper 
which is discountable has been carefully defiined by the 
Federal Reserve Board. It is here that the elasticity in 
the Federal Resen’^e currency comes in. The Member 
Banks will not retain excess quantities of currency in 
their vaults when they are paying interest upon it at 
the Federal Reserve Bank. They ■will deposit it and 
take, up their paper, or if the demand for circulating 
media falls off, they ■wiU not replace ma’turing bills 
^vith new biUs, but wiU deposit currency. 
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Gurrenoy.—'£)iQ .circulating media of' the Ujiited 
States consist of ,, 

(1) <^old and silver coin., , i : 

(2) Gold and silver certificates, which are - certificates 
of deposit issued against gold and silver in the Treasury 
of the United States ; and 

(3) Notes. 

Notes include , 

(i) Treasury Notes, popularly known as 'green- 
backs,* which were issued at the time of the Civil War 
and still circulate as ‘ promises to pay ’ of the United 
States Government. 

(ii) Banlc Notes, issued by the National Banks against 
the deposit of 100 per cent. Government Bonds. 

(iii) Federal Eeserve Notes, which are the joint obliga- 
tion of the Federal Eeserve Banlcs and the United 
States Government. 

All these various forms of notes are convertible 
into gold. The ‘ greenbacks ’ are convertible into gold 
at the United States Treasury, and the United 
States Treasury maintains between 100 and 160 million 
dollars of gold reserves against the ‘ greenbacks,’ 
which ' aggregate 346 miQion. National Bank Notes 
and Federal' Eeserve Notes are convertible into gold on 
, demand at the United States Treasury in Washington. 
The reserve for redemption purposes is maintained there 
by the National Bante for their needs and the Federal 
Eeserve Banlrs for theirs. It is to be noted, therefore, 
that while paper currency is not interchangeable for 
gold in the banks throughout the country, it is at the 
United States Treasu^^ in Washington. The conversion 
of currency into bullion for export purposes is by this 
means rendered somewhat more difficult, but it is possible 
none tlie less, and the New York banlcs can arrange for 
gold shipments whenever the exigencies of trade require 
it. Gold shipments were prohibited during the War, 
but this prohibition was removed on 9th June, 1919. 

The mobilization of gold took place chiefly through;the 
legislation passed in June, 1917, which provided that 
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Member Banks of tlie Federcal Eeserve System must bold 
all tbeir reserves in tbc form of deposits udtb tbe Federal 
Eeserve Banlcs, of wbicb they were respective!)' members. 
Until that time part of tlie legal reserve bad been beld 
in tbe form of cash in vaults. The effect of tbe legis- 
lation, and also of moral iiressure put upon tbe Bank's, 
was to cause them not merely to increase tbeir reserves 
in tbe Federal Eeserve Banlcs, but to surrender to tbe 
Banks tbe greater part of tbeir holdings of gold and 
gold certificates. Federal Eeserve notes were is.sued 
in quantities wbicb not merely took tbe place of the 
gold and gold certificates withdrawn from public use, 
but in excess of these amounts ; tbe laws governing 
tbe Federal Eeserve tSystem provide that tbe notes 
may be issued with a gold backing of 40 per cent., 
while secured also by deposits with tbe proper officer 
of discounted commercial paper equal in face value 
to tbe value of tbe notes issued. 

2. The Use Made of Currency Issues and Banking 
Credit to Fi.vance the Go^'ERNiiIENT during the 
War and its Effect on the Currency Position. 

Tbe Federal Eeserve Banks were the fiscal agents of 
tbe United States Government during tbe War. These 
banlrs bandied all details connected with tbe sales and 
allotments of Treasurj' Certificates of Indebtedness 
among Member and non-Member Banlcs of tbeir respec- 
tive districts. These Certificates were advance credits 
to the Gover.nment against tbe sale of Liberty Bonds. 
Tbe Government used these credits to pay for. war 
materials and replenished them from tbe proceeds of 
tbe sales of tbe bonds to the general public. If there 
bad been a complete absorption by the public of tbe 
bonds issued, there would have been no inflation, 
except tbe temporary inflation wbicb came in tbe short 
interval between tbe allotment of Certificates of Indebted- 
ness and tbe sale of tbe bonds. Though tbe bond 
issues were timed to take place at intervals and thus 
wereIexpected_Tto be a balance for Governmental pur- 
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chases, the latter had a 'natural tendency to run ahead 
of the ability of the public to save, and bank inflation 
resulted. There was no direct issue of currency to pay 
for Government purchases, as in a number of the 
belligerent countries, but under the Federal Eeserve 
System any expansion in bank credit tends to produce 
an expansion in Federal Eeserve iTotes, which are, it 
will be recalled, the expansive element in United States 
currency. The inflation of deposits due to the payment 
of war bills against Certi6cates of Indebtedness increased 
the demand for circulating media, and the Federal 
Eeserve Banlcs responded to this demand by issuing 
currency to their members. This was made more easy 
by the action of the Federal Eeserve Board in allowing 
a premium rate of discount on Member Banks’ paper 
when that paper was accompanied by Government 
securities as collateral. It is estimated that there have 
been hypothecated at the Federal Eeserve Banks 
Government securities to the amormt of 4,000 million 
dollars. As soon as these securities are taken up by the 
public out of savings, the inflation of credit due to war 
financing will cease and a reduction in Federal Eeserve 
Notes outstanding be brought about. The machinery 
which has frmctioned in the financing of the War has 
worked well in the sense that adjustments can be brought 
about without special difficulty. 

When the abnormal credit requirements of the 
Government have ceased, as they soon will, the prefer- 
ential rate on borrowings against Government securities 
can be removed and the Member Banks can be urged to 
insist on their clients’ taking up Government securities, 
b^ The present level of commodity prices is more than 
100 per cent, higher than that of five years ago. 

3. Statistics. 

(a) Money in StocJc and in Circulation. — The total 
stock of money in the United States on 1st Jrdy, 1914, 
was §3,738,288,871. On 1st July, 1919, it was 
§7,588,473,771, The amomit of money actually in 
circulation, however, on 1st July, 1914, was 
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§3,402,015,427, and on Ist. July, 1019, §4,842,315,415. 
In other word3, the amount of circulating media per 
capita on 1st July, 1914, was §34’ 35, and on 1st July, 
1919, it Wcas §45*00. Though 'the general stocks of 
mono}' in the country have about doubled, the amount 
actually in circulation has increased less than 50 per 
cent., because the bulk of the gold imported into the 
country as a result of the war has been retained in the 
Federal Reserve Banks as surplus reserves. There 
was almost a third less gold in circulation in July, 
1919, than there was in July, 1914. The net increase 
in circulating media is largely represented by the Federal 
Reserve Notes, which on 1st July, 1919, were about 
§2,500,000,000. Since an increase in currency is neces- 
sary to correspond to the increase in the general price 
level, and, since the Federal Reserve Notes will auto- 
matically be withdrawn as credit contracts, it can be 
seen that the problem of inflation in the United States 
is relatively not a serious one. 

(6) Deposits. — The total deposits of all reporting 
banks in the United States on 29th Jime, 1914, was 
§21,329,709,000. 

It is impossible to give a corresponding figure for 
30th June, 1919. For about that date the follov'ing 
figures are available : — 

Deposits in National Banks §15,924,865,000 
Deposits in Federal Reserve 
Banks, 27th June, 1919 . . $2,436,757,000 

On 29th June, 1918, reporting banks other than 
National Banlrs and Federal Reserve Banks reported 
total deposits of all lands of §17,750,105,000. In aU 
probability the total is now larger. If, however, 
it had remained the same, the total deposits of all 
reporting banks as at 30th June, 1919, would have been 
§36,111,727,000. 

Exchange rate. — The par rate of exchange on London 
is 4*86§-; the cable transfer rate on 1st July, 1914, 
was 4 • 88— slightly above par; on 1st July, 1919, it 
was 4’ 58; on 1st November, 1919, it was 4'16|; on 
4th February, 1920, it touched 3 '211. 
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4. (/ertrt;:"..cy and Banking System at present 
IN Operation. 

\a) I'crmanent Alterations in the P7'e-War System . — 
The ass of the Federal Reserve System as the fiscal 
' agency of the Government during the war undoubtedly 
hastened the development of the pre-war currency and 
banking system, but no radical changes were brought 
about. 

Nine thousand Banks are now members of the 
System and the number is constantly growing. The 
membership includes virtually all the larger banldng 
institutions of the country. The Federal Reserve 
notes, based on commercial paper and backed by gold 
reserves, are noiva permanent part of the circulation of 
the countr5n Federal Reserve Bank notes are a new 
form of circulation. These were intended originally 
to be used only to take the place of National Bank 
notes that might be retired. A new use, however, 
has been found for them. During the War the United 
States, in order to help satisfy the insatiable demand 
of the Orient for silver, melted doivn or withdrew from 
circulation millions of its silver dollars. The silver 
certificates before the war had been Aurtually the only 
fotm of paper money used in denominations below 
five dollars. When they came to be withdrawn and 
silver dollars were melted down, Federal Reserve Bank 
notes were issued in their place, in order not’to diminish 
the volume of small hand to hand currency. 

Before the inauguration of the Federal Reserve 
System, the practice of re-discounting by Banks noth 
other institutions was not general ; iudeed it was if 
anything frowned upon as a sign of over-extension 
of credit facilities. This attitude has entirely changed, 
and Banlcs are now resorting very freely to the Federal 
Reserve Banks to re-discount paper, and a new and 
most important element of elasticity and liquidation 
has “thereby been introduced into the banking system. 
Acceptances too have come into being as a result of 
the provisions^ of the Federal Reserve Act, and bank 
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acceptances, whicli were nnlniown in tlie United States 
in 1914, now constitute the highest form of prime paper 
in the country. 

(b) Convertibility and Acceptability. — There is complete 
interconvertibility between all forms of currency cir- 
culating in the United States. Some forms of 
paper are made specifically redeemable in gold, and 
the silver certificates are made specifically redeemable 
in silver. Gold coin, silver dollars, and United States 
notes are the forms of legal tender in the country. 
Gold certificates and silver certificates are so-called 
lawful money, a category which is of much less import- 
ance now than five years ago. Actually, if not theo- 
retically, the Government accepts all forms of money 
to any amount in payment of any debts owing to it. 

(c) Official Control of Foreign Exchange. — All restric- 
tions on dealings in foreign exchange were removed on 
9th June, 1919, except for certain areas of Russia under 
the control of the Bolsheviks, and certain territories in 
respect of which transactions are permitted only through 
the Amencan Relief Administration. 

(cf) Official Support of Foreign Exchange. — There are 
no foreign exchanges receiving any official support 
from the Government. 

\ 

The London exchange on New York was pegged in 
the autunm of 1915, and the peg was kept in until March, 
1919. The mechanism by which this was brought 
about was the appointment by the British Government 
of fiscal agents in New York — ^J. P. Morgan and Co. 
— with authority to buy all exchange ofiered on London 
at 4 ‘765. Morgan and Co. had large credits, some of 
which the British Government established by the negotia- 
tion of loans and the sale of American securities before 
the United States went into the war, and others, which 
the United States Treasury subsequently placed at the 
disposal of the British Government. With, those credits 
available the agents of the British Uevernment were 
easily able to maintain sterling at a fixed price, 
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(e) Forms of Currency in Actual Use . — The various 
forms, of currency 'in actual use ■within the country as 
media of exchange are as follo'ws — 

'Gold. coin. 

V Gold certihcates. 

Standard silver dollars. 

Silver certificates. 

Subsidiary silver. 

Treasury Notes of 1890 — sometimes called ' Sher- 
man Notes.’ 

United States Notes — commonly kno'wn as ' Green- 
backs.’ 

Federal Eeserve Notes. 

Federal Reserve Bank Notes. 

National Bank Notes. , 

These various media are all of one value and equally 
•acceptable because the paper is all convertible into gold, 
as explained above. 

No issue of any foreign Government circulates in the 
United States, save for an insignificant amount of 
Canadian money, which is found near the Canadian 
border. 

(/) Hoarding . — There is no hoarding of metaUic or 
note currencies other than that which ordinarily prevails 
in every country under normal conditions. 

It is reported that since the Armistice about 
$300,000,000 of hoarded money has returned to the 
Banks. This was in the form of gold and other moneys, 
and was apparently held chiefly at the beginning of 
hostilities and perhaps largely by the foreign element. 

{g) Barter . — ^No trade is conducted by barter in the 
United States. 

(/i) Pending Currency Changes . — ^The Federal Reserve 
Act pro-vddes for the substitution of National Bank 
Notes for Federal Reserve Bank Notes. This process 
is going on gradually, as pro-vided tmder the law. 

A Bill has been introduced into Congress for reducing 
the fineness of U.S.A. subsidiary coin from nine-tenths 
to eight-tentlis. Another Bill proposes to amend the 
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Pittman Act by authorising the Secretary of tlie U.'^ 
Treasury to sell all the silver dollars in the Treasury 
upon the retirement of the outstanding silver certificates. 
This Bill also proposes to repeal the profusion requiring 
the Secretary to repurchase silver bullion at $1 ' 00 per 
oimce for the replacement of the dollar pieces disposed of 
under the Pittman Act. 

An Act maldng gold certificates legal tender has passed 
both houses of Congress. The purpose of this Act is to 
release for circulatipn United States notes which have 
been held out of circulation by the banlcs. 


5. The Principal Pactop.s ' Affecting the Foreign 
Exchange Situation. 


(a) Balance of Trade . — ^Total value of imports and 
exports of merchandise : — 



Years ending 

; 30th June — 

Increase, 




1919 over 1914. 


1914. 

1919. 



Exports 

Imports ... 

Dollars. 

2, 364, .579,148 
1,893,925,657 

Dollars. 

7,224,744,785 

3,095,873,104 

Dollars. 

4,860,165,637 

1,201,947,4-47 

Excess of exports 

470,653,491 

4,128,871,681 

3,658,218,190 

Total exports and 




imports 

4,258,504,805 i 

10,320,617,889 

6,062,113,084 


(6) Foreign Indebtedness . — The United States Govern- 
ment has no foreign indebtedness as such. There are, 
of course, some Government Bonds and other American 
securities held abroad, although it is doubtful whether 
these amount to five hundred million dollars in all. 
The exigencies of the war caused the sale of American 
foreign-heid securities to a very large extont. 

















191 


Uniled States of America. ^ 

(c) Inflation . — There is undoubtedly an inflation of 
credit due to the hypothecation of Government securi- 
ties at the Federal Eeserve Banks. Until the bulk of 
these securities have been taken up by the public and 
paid for out of savings, there will be a corresponding 
amount of bank inflation with a corresponding increase 
in Federal Eeserve FTotea as a result. The United 
States, however, can be said to have no real problem 
of currency inflation.. 

(d) Uncertainty as to Financial and Political Position . — 
There is no imcertainty as to the financial or 
political stability of the Uruted States. 

6. The Effect of Depeeciated Fluctuating 
Exchanges upon International Trade. 

In the stabilisation of exchange American financial 
interests- are vitally concerned. The exchange fluctua- 
tions affect American export business and the deprecia- 
tion of European currencies, if continued, will cut down 
American business with Europe and tend to rob i\merican 
industry of a market for its surplus production. Many 
plans have been proposed for improving this situation, 
either by extending large credits to Europe, with 
Governmental guarantees, or by the reduction of Ameri- 
can exports in order to bring the exchange back to par, 
correct inflation, and reduce prices. Mr. W. P. G. 
Harding, Governor of the Federal Peserve Board, is 
one of the leading advocates of the latter plan. ' Many 
bankers, on the other hand, are for the extension of 
long-term credits, based on the sale of debentures to 
the American public. But they recognise that banking 
credits are not adequate to the needs of Europe on the 
one hand, nor desirable from the standpoint of the 
American banking system on the other. They point out 
that the free extension of bank credits to Europe vdll 
result in tying up the assets of the banks, and that' 
this would have the efl!ect of further inflating the 
currency and iurther increasing prices — quite apart from 
the increase in prices which comes naturally from ^e 
shipment of gfiods to Europe, for which there is active 
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demand at home. I’he problem facing those v.-jio v,l 
to extend long-term credits l)ascd on debeutnroi: i. 
that of getting the American public, unused to tb-.: 
purchase of foreign securities, to take up these deben- 
tures. 

The opinion is unanimous that only the imperious 
needs of Europe for many sorts of commodities prevent s 
the high discomits on foreign currencies in terms of 
the dollar from affecting adversely and promptly thf; 
export trade of the United States. It is impossible 
to judge how far purchases by ]iIuro2)e of American 
conunodities have been curtailed by reason of the 
lowered purchasing power of other currencies. A'either 
is it possible to juedict how far in the near future Em’ope 
will turn to other channels, and foreign buyers purchase 
in other markets than the United States. The recent 
rejmrt, for example, of French efforts to buy in the 
German market shows how the importers of that 
country are driven by the circumstances to take advan- 
tage of the foreign exchange situation, which is favour- 
able to France as regards German trade, but very 
unfavourable as regards trade vnth the United States. 

There has been a certain amomit of selling of foreign- 
hold American seciuities by their owners in order to 
take advantage of the high value of the dollar in foreign 
currencies. How far this is likely to be a corrective 
of the situation caimot be said, but it is not probable 
that it ■will exert a great, and certainly not a permanent 
influence, since each sale lessens the amount of securities 
which could in the future be used for the same purpose. 

7. Proposals for Currency Reform and Improm:- 
MENT of the Exchange Position. 

The United States has no problem of its o'wn in 
regard to currency and foreign exchange, and thus 
has no plans in regard to reorganisation. The Federal 
Reserve System, which gives the country an elastic 
currency based on commercial biUs bas worked admir- 
ably during the war, and has vindicated, the claims of 
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the organisers of the System, that it would. afiord the 
country an adequate banking system in an emergency. 

Certain persons have proposed further Government aid 
to the European Allies by the United States beyond the 
$10,000,000,000 which Congress has authorised and 
which has now almost entirely been made use of. This 
proposal has not received wide acceptance. 

Meanwhile, it . seems likely that the Treasury of the 
United States will for the time being permit its European 
debtors to fund and add to the principal of their debts, 
- interest as it comes due, in order that the exchanges may 
not be further depressed, and the foreign countries further 
hampered in their present difficult credit situation. 

. On 17th September, 1919, an Act was approved and 
became law, which permits national banfe to invest 
up to 10 per cent, of their capital and surplus in the 
stock of corporations chartered or incorporated in the 
United States and '' principally engaged in such phases 
of international or foreign financial operations as may 
be necessary to facilitate the export of goods, wares, 

or merchandise, from the United States to any 

foreign country.” 

The Edge BUI* provides for the Federal incorpora- 
tion of banking corporations authorised to do foreign 
banking business. Such corporations would be per- 
mitted to transact in the United States only such 
business as was necessary and incidental to the general 
conduct of their business. Under the supervision of 
the . Federal Reserve Board, such a corporation would 
have the following powers : — 

“ To purchase, sell, discoimt, and negotiate notes, 
drafts, checks, bills of exchange, acceptances, including 
bankers’ • acceptances, cable transfers, and other 
evidence of indebtedness ; to purchase and sell securi- 
■ties, including the obhgations of the United States or 
of any State thereof ; to accept bills or drafts drawn 
upon it subject to such limitations and restrictions 
as the Federal Reserve Board may impose; to issue 

* NoTE.^Smce this vras written the Edge Bill has been passed, 
.after the introduction of certain minor amendments; 

(292) 


N 
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letters o£ credit ; to purchase and sell, exchange, cf't 
and bullion ; to borrow and to lend money on rcnl 
or personal security ; to receive deposits, and generally 
to exercise such powers as are incidental to the po\ver." 
conferred by this Act or as may be usual, in the deter- 
mination of the Federal Eeserve Board, in conneefiot; 
udth the transaction of the business of banidng or other 
financial operations in the coimtries, colonies, depen- 
dencies, or possessions in which it shall transact business 
and not inconsistent mth the powers specifically granted 
herein.” 

The object of the Bill, therefore, is to bring into 
exi.stcnce corporations which shall be enabled to finance 
imports and exirorts both on a short-time and a long- 
time basis. They arc permitted, it udll be seen, to 
borrow and lend money on real and personal securities. 
They may, therefore, accept any sort of seeurity offered 
by the foreign buyer or debtor and issue debentures 
or other instruments of indebtedness of their own, 
which they may sell in the United States as they find 
a market therefor among the public. 

A prominent banker has suggested that Ettro2)ean 
countries issue a type of security similar to receivers’ 
certificates. In other words, a security which would 
give American investors a prior lien on the property 
behind the securities in order that the latter might 
prove attractive to general investors, and thus seciue 
a ready market in the United States. This banker and 
others feel that the question is not one of short time 
credits, but of credits outstanding at least for several 
years, since it will take that time in his opinion for Euroi^e 
to be in a position to begin to pa}’’ back its debts. 

A well-knouTi manufacturer gives as liis opinion 
that the present is a time not for the further extension 
of the export trade of the United States, but for the 
bending of American industrial energies to the problem 
of increasing industrial efficiency at home. The United 
States would then be in a position to meet all demands of 
foreign export trade when, several years hence, Europe 
has become more able to finance her trade ■with America. 



PART ni.-ASIA. 




CHAPTER I. 


China. 

Summary. 

Tlie currency position in China is so complicated that 
no useful summary of its problems and difficulties can 
be made in a few words. The memorandum printed 
below gives in a compressed form a resume of all its 
essential aspects. The problems arising to-day are not 
materially Afferent from those which were familiar 
before the war. 

1. The Currency and Banking System before 

THE W.AR. 

The monetary unit in China is the Chinese ounce or 
tael of silver ; the tael is the recognised medium for 
banldng and wholesale transactions ; its weight is not 
uniform ; it varies from one commercial centre to 
another. The silver also is of varying purity, rated 
according to a theoretic standard which differs mth the 
locality. It circulates in the form of ingots, or ‘ shoes,’ 
as they are called, of sycee of different shapes and sizes 
up to fifty or sixty taels in weight. A tael weighs about 
1-J- oimces troy. The purity of sycee is rated in thou- 
sandths of puce silver. Thus the Haikwan or Customs 
tael in which dues are paid is 992 -3 parts of 1,000 fine ; 
the Kuping or Government Treasury tael, 987 fine. The 
Shanghai Tsaoping or ‘ Tribute ’ tael (used in conmier- 
cial transactions) contains 518^ grains of silver 1,000 
fine. 

The only Chinese coin proper is the cash, originally 
1 /1000th of a tael pf silver. It has a square hole in 
the centre and the coins are often strung into rolls of 
100, of which do rolls go to the.tiao or string of cfish. A 
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full tiao is, therefore, 1,000 cash. Cash is the moi' 
important, if not the only, domestic currency in Chiiir. 

Paper money in the form of tiao notes is commonlv 
met with, but the issue being left to private native ban];;; 
the circulation is strictly circumscribed as to area. The 
tiao , notes of one tomi are not accepted even in anotlici- 
neighbouring to^vn. 

It vnll be seen that the currency of Cliina is lacking in 
portability, uniformity, divisibilit}^ and cognisibility, 
attributes which are generally recognised as essential t<j 
any sound system of ciu-rency. 

The earlier European traders brought the Carolus 
dollar to Oiina, which had an intrinsic value of 4s. 2d.. 
but its violent fluctuations in exchange value produced 
an intolerable situation and the foreign traders were 
ultimately driven to abandon their coin of currency and 
to substitute the Chinese tael weight of' silver. Tl)c 
anomalous situation is shown by the fact that on a 
designated day in April, 1857, the banlvs at Shanghai 
credited their customers with a tael containing 525 
grains of silver in exchange for each dollar containing 
374^ grains standing to their credit. In efiect, from 
that date, the tael became, and has since remained, the 
unit of currency for wholesale transactions throughout 
China. 

The need of a more accurate and convenient circulating 
medium was felt, and about the middle of last century the 
Mexican dollar was introduced, and, as an adjunct to 
the ordinary Chinese currency, came into general use 
between foreigners and native merchants. 

The advantages to trade of a uniform coin bke the 
Mexican dollar were ob^’ious enough to induce the Chinese 
to establish hlints at various Provincial capitals for the 
coinage of CMnese dollars resembling [Mexicans in appear- 
ance. The coins having only behind them the guarantee 
of the Province in which they were issued, were never 
freely accepted outside of it. The Mints accordingly 
fell back upon the more lucrative business of striking 
subsidiary coins in 10 and 20 c. pieces of 800 fine, instead 
of 900 as in the case of the dollar. A profit. of 10 per cent 
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was more than the Mints could resist. Coins were 
turned out as fast as they could be issued, with the 
result that their redundancy led to serious dislocation 
of prices. 

With a view to checking this dislocation it was pro- 
posed in 1912 to abolish Provincial issues altogether 
and to substitute a national currency for the whole of 
China, but this at the time was found to be impracticable 
oh account of the vested interests which had grown up. 
An attempt, however, was made to introduce a dollar 
coin bearing the stamp of the Republic and the effigy 
of its first President, Yuan Shih Kai. It was adopted 
by the Chinese Government as the money of account in 
presenting their annual budget and also by the railway 
companies. Decrees were issued making it legal tender 
for taxes and also for railway fares. Many Provincial 
dollars are still in circulation, and their bullion content 
is generally supposed to be the equivalent of 72/lOOths 
of a Kuping tael, 900 fine (900 parts silver, 100 copper). 

The functions of the native banking system are confined 
to the internal exchanges of the country. It is possible 
for a traveller to obtain a credit from a native banker 
on his various correspondents which will enable him 
to pay his way from one end of China to the other ; 
by no possibility, when the journey is ended, can the 
traveller obtain from a native bank a draft for the 
balance of his account upon any other country what- 
soever. Por such accommodation he must have recourse 
to the foreign banks. 

2. Thp Use Made of Currency Issues and Banking 
Credit to Finance the Government during the 
War and its Effects on the Currency Position. 

China was only affected by the European struggle in 
a small degree during the first two or three years of the 
war, owing to the remoteness of her territory from the 
theatres of war and to the fact that she supplies herself 
most of her own needs. 

Iljer contribution to the war was an offer to place her 
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whole resources at the disposal of the Allies. This 
involved no special currency issues or banldng credits. 

■ A number of coolies were recruited in China. Some 
were sent to Eussia, but most of them were shipped to 
France on behalf of the French and British Govern- 
ments. 

It is believed that cml contracts ^dth the coolies were 
made and that 70,000 were enrolled by the British 
military authorities as the Cliinese Labour Corps. . The 
finance required for shipping these coolies and remitting 
their savings was carried out, indirectly, through the 
foreign banks in China. 

No large foreign loans were contracted by China 
during the War, though the budget deficits 'were made 
good to some extent by advances from Japan. 


3. Statistics. 

(c) Gold and Silver Holdings . — So far as is known, the 
Chinese Government hold no stocks of gold or silver. 
According to a statement dated the 31st December, 
1914, the Bank of China held against its note issue a 
cash reserve of $20,000,000 and ‘ cash on hand (except- 
ing note reserve) $15,500,000.’ No statistics are avail- 
able for 1919. 

There is not much gold produced in China and very 
little gold is held there. 

(&) Notes in Circulation . — The Central Government 
issues doUar notes through the State Banks, namely, the 
Bank of China and the Bank of Communications. 

The latter did not issue notes in 1914, but a statement 
of accounts by the Bank of China shows that in Decem- 
ber, 1914, their notes in circulation amounted to 
$16,398,178-71. 

In December, 1917, according to a statement of the 
Chinese Mnister of Finance, the Bank of China had 
issued notes in all for $71,892,962, and ithe Bank of 
Communications had issued $28,027,123. 
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A return made in 1915 gives the amount of paper money 
issued by the Provincial authorities as 6172,000,000, cir- 
culaj^ing as follows ; — 



Amount 

Issued. 

Market Value. 

Discounted 

Value. 


Dollars. 


Dollars. 

Anhui 

780,000 

At par 

780,000 

Chekiang 

2,439,000 

Less 10 per cent. 

2,195,100 

Chihli , 

Three Eastern Pro- 

6,400 

Less 10 per cent. 

•5,760 

vinces 

34,650,157 

Less 38 per cent. 

21,483,097 

Fuiden 

300,000 

Less 10 per cent. 

270,000 

Honan 

2,200,000 

At par 

2,200,000 

Hunan 

36,000,000 

Less 44 per cent. 

20,160,000 

Hupeh 

30,000,000 

Less 20 per cent. 

24,000,000 

Hi and Sinldang 

7,000,000 

Less 20 per cent. 

5,600,000 

Jehol... 

16,000 

Less 10 per cent. 

13,600 

Kiangsi 

8,000,000 

Less 33 per cent. 

6,360,000 

Kuangsi 

3,000,000 

Less 10 per cent. 

2,700,000 

Kuangtung 

32,000,000 

Less 40 per cent. 

19,200,000 

Shansi 

720,000 

At par 

720,000 

Shantung 

480,000 

At par 

480 000 

Shensi and Kansu ... 
Yunan and 

7,000,000 

Less 10 per cent. 

6,300,000 

Kueichow ... 

4,000,000 

Less 30 per cent. 

2,800,000- 


Bank Notes are also issued by numerous Native Banks 
and also by the Foreign Banks established at Treaty 
Ports. No particulars of the Native Bank Notes are 
obtainable. 

The balance sheets of three British Banks issuing 
notes in China show that on the 31st December, 1918, 
they had in circulation approximately £4,198,000, 
but this total includes their notes circulating in Hong- 
kong. 

(c) Estimates of Gold and Silver Coin in the Hands of the 
Public . — ^No :^atisfactory estiipates are obtainable. Dr. 
Vissering, in his book on Chinese Currency, published 
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in 1911, says that a recent estimate puts the coins in 
circulation at : — 

Foreign dollars . . . . . . 114,000,000" 

Chinese dollars . . . . . . 43,000,000 

Sub-silver coin . . . . . . 1,500,000,000 

Copper 10-cash coins of the value 
of Tls. 100,000,000 


According to a Chinese statement, the Eepublican 
Government has minted up to February, 1918, 184,946,487 
new Chinese dollars and destro 5 md 51,679,151 old dollars. 

The Provincial 3Iints, the Board of Finance reported 
in 1910, had coined 1,400,000,000 of fractional silver 
coins during the period of 1890 to 1908. 

The same authority says that since 1900 up to 
December, 1917, Chinese mints have turned out copper 
coins as follows : — 


10-cash pieces 
20 

50 ,, 

100 

200 

1- cash piece 

2- cash pieces 
5 


31,682,102,306 

386,292,308 

300,805.522 

15,699,227 

3.064,862 

160,487,661 

28,718,641 

37,942,509 


It is said that Dimes to the value of $370,000,000 were 
issued by the illints in Kuangtimg and Hupeh, where 
they circulated in 1918 at a value of 11 ten-copper cash, 
or 1/1 1th of a dollar. 

AU these estimates must be taken with great reserve. 

There is a very large circulation of brass " Cash 
coins, but no estimate of the number of these can be 
given. 

At most of the Treaty Ports of China the- foreign 
banks established there hold stocks of silver. 

In Shanghai, on the 3rd July, 1914, these were : — 
Taels, 47,560,000 (Sycee) ; dollars, 21,460,000, and 513 
bars silver. 
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At the same port, on the 30th June, J919, the stocks 
were : — Taels, 21,279,000 and dollars, 11,700,000. 

Xt must be borne in mind that coins are sold in China 
for what they will fetch in silver, which is the basis of 
exchange for all important transactions. 

(d) Banh Deposits . — hTo estimate can be given of the 
aggregate of deposits. 

The statement on the 31st December, 1914, of the 
Bank of China gives their fixed and current deposits as 
$57,391,685. 

No figures are available for 1919. 

There are no legal restrictions on the establishment of 
banks in China., with the result that all over the country 
there are found small money shops whose capital ranges 
upwards from a few hundred pounds. 

The foreign banks have large deposits, iacluding the 
funds collected by the Customs and the Salt Gabelle 
Authorities ; but no particulars are available. • 

• (e) Exchange Rates . — There being no par of exchange 
be Ween China, which has a silver standard, and 
countries using a gold standard, it is only possible to 
give the current quotations of the chief trade centre, 
Shanghai : — 


Telegraphic transfer on London, 
SOth June, 1914 ' 

Telegraphic transfer on London, 
SOth June, 1919 
Telegraphic transfer on New 
York, SOth Jrme, 1919 

*Demand drafts on New York, 
26th June, 1914 


2s. 6jd. 

5s; 3d. 

$120J per 100 
Shai Taels. 

$61f per ioo 
Shai, Taels. 


^Note. — T he telegraphic transfer rate on the 30th June, 1914, 
between Shanghai and New York is not obtainable, so the demand 
rate is given instead. This rate was steady at the time and the 
telegraphic transfer rate on the SOth June, if there was one, might 
be assumed to be one-eighth per cent, lower, 
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4. The System of Cubeeftcy aftd Banking at 
Peesent in Opeeation. 

(a) Permanent Alterations in the Pre-War System . — 
Among the permanent changes made in the pre-war 
system of currency may be cited the National Coinage 
Law, 'which was promulgated on the 8th March, 1914, 
fixing silver as the standard and making a 72 Candareen 
doUar (one hundred candareens are equal to one tael, 
or, say, a little over five grains troy), the unit to be called 
one yuan. The purpose of this Act was to unify the 
multifarious currencies, to recall old dollars and coins, 
and to issue new standard coins in their stead. 

According to a Chinese statement, which must be 
accepted with reserve, the reforms already carried out 
under this new law are as follows : — 

(1) The design of the dollar has been unified, bearing 
the portrait of Yuan Shih Kai, a better course than 
that which was formerly in vogue, when each province 
had its own design and the coin of one province 
could not be circulated in other provinces. The Yuan 
dollar can be used anywhere without restriction. 
Token coins, such as the half-yuan, 20c. piece and 
10c. piece, were also minted, the designs being 
issued by the head J\Iint to the various Mhts. 

(2) The weight' and fineness were fixed, the fineness 
being 89 per cent, pure silver, each dollar to weigh 
72 candareens Kuping, the net amount of silver 
being 64-08 candareens. The maximum variation 
in weight and fineness allowed is 3/1 000th, any coins 
found showing variation to be re-minted. All Mints 
are required strictly to observe this law. The Min ts 
send specimen dollars to the Ministry of Finance to 
be assayed and tested, and the banks on receiving new 
dollars also send specimen* dollars to the Minis try 
to be assayed. 

(3) To maintain decimal progression^ a Mint is 
not allowed to over-produce. The Baidc of China 
and the Bank of Communications are^ ordered to 
exchange standard coins at legal rates, and the 
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Grovernment is enforcing tie law gradually. Success 
has abeady been attained in ChiMi. Shantung, 
Shansi, Honan, Kiangsu, Anhui, Chekiang, FuMen 
and Kuangtung will be dealt with as the second 
stage ; Kansu and other provinces as the third, and 
Manchuria and other provinces as the fourth. 

( 4 ) The market rate of standard coins is to be 
abolished in order to avoid fluctuation. Formerly 
coins were treated as goods with market prices, 
because dollars varied in fineness and weight, and 
because the Government used the tael in public funds. 
Now coins have been unified, and the Government 
uses the dollar in public funds. The Government 
now allows people to bring silver to the Mint, and on 
payment of six b ( a h is the tenth part of a candareen) 
per dollar as minting expenses, they can obtain dollars 
for silver. With free coinage the market fluctuations 
wiU be naturally abolished. The market price of 
old-style dollars is now gradually coming to the same 
level as the legal rate, showing the success of the 
Government scheme. 

(&) The Convertibility and' Acceptability of Currency and 
Banh Notes . — The aim of the present Government is to 
restrict the issue of notes to the State Banks, namely, the 
Bank of China and the Bank of Communications, who will 
concentrate their reserves at six important trade centres. 
This policy cannot, however, be carried out at present 
because, owing to forced issues, the notes of these two 
banks have themselves become depreciated in conse- 
quence of their inconvertibfiity. 

Great confusion has been caused by the note issues of 
provincial banks and the conditions with regard to these 
in Himan, Hupeh, Szechuan, Manchuria and Sinkiang 
are very bad owing to depreciation. 

Attempts have been made from time to time by the 
central Government to redeem various note issues, but 
they have not been successful. The last attempt was 
made in the Province of Kuangtimg in July, 1914 , 
when £1,000,000 was released for the purpose by the 
Salt Administration from the proceeds of the Chinese 
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Reorganisation Loan of 1913. Notes of the face value 
of $31,646,504: were redeemed by the issue of Bank of 
China notes, convertible into silver. The exchange 
was made at the rate of 455 in new notes for 100 of fhe 
old. Unfortunately, however, the Bank of China has 
now stopped specie payments, and their notes, among 
them |;hose exchanged in Kuangtung, have consequently 
fallen to a heavy discount. 

(c) and (d). — Official Control and Support of Foreign 
Exchanges. — No attempt has been made at oJBficial 
control of dealings in foreign exchange and there has 
been no ofl&cial support of the foreign exchanges. 

(e) Forms of Currency in Actual Use. — The various 
forms of currency in actual use in China as media of 
exchange have been dealt with above, as well as their 
relative value and acceptability. 

There are large numbers of coins issued by foreign 
Governments that circulate in China, but these ex- 
change only for their silver value as a commodity.- They 
readily flow back if not melted into bullion, to their 
country of origin, 'with which such coins form a common 
medium of exchange. 

(jf) Hoarding. — There has been no appreciable increase 
lately in hoarding metallic currencies in China. There 
is not sufficient confidence in paper issues to encourage 
hoarding of notes. 

[g) Barter. — There is no important change in the 
extent to which trade has been conducted by barter. 
Coins and notes circulate freely at depreciated values for 
small business operations. Those of any dimensions 
are usually calculated in the tael and liquidated in silver 
sycee. 

{h) Pending Currency Changes. — The avowed policy 
of the Government is to solve the existing currency 
confusion and entanglements by unifying their copper 
and silver coins and by rigidly enforcing the national 
coinage law. Various methods have been proposed for 
doing this, but aU of these presuppose a strong central 
authority with ample funds to carry out the reform, 
and these two essentials are at present warfting. 
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6. Factors Aprecting the Exchange Position. 

(a) Balance of Trade. — ^Up to about 1840 the imports 
into China were negligible and the trade was balanced 
by the constant importation of silver dollars. Between 
1840 and 1870 opium, cotton and Manchester goods 
made up some of the leeway. Since 1870 the tide has 
gradually turned the other way, and by 1900 the value 
of the imports exceeded that of exports. The excess in 
1903 was Tls. 82,000,000, in 1909, Tls. 80,000,000, in 
1913 Tls. 167,000,000, since then it has been as follows : — 

Average 
Bate of 
Exchange. 

In 1914 Tls. 213,000,000 . . . . 2 8| 

In 1915 Tls. 36,000,000 . . . . 2 7| 

In 1916 Tls. 35,000,000 . . . . 3 3tf 

In 1917 Tls. 87,000,000 . . . . 4 3if 

Tn 1918 Tls. 69,000,000 . . . . 5 Zf-Q 

The net imports after showing a heavy fall from 
Tls. 569,000,000 in 1914 to Tls. 454,000,000 in 1915 rose 
again steadily to Tls. 554,000,000 in 1918. The exports 
have increased each year from 1914, when they were 
Tls. 356,000,000, to Tls. 485,000,000 in' 1918. 

The following table summarises, along lines laid down 
by Mr. H. B. Morse, the visible and invisible assets and' 
liabilities of China in her commercial dealings with 
foreign countries for the specimen years 1903, 1909 and 
1913. 



i Liabilities. 

Merchaudise imported 

Bullion and coin imported 

Loans and indemnities .'. 

CMnese Legations, Consulates, and 

students studying abroad 

Freights, insurance, and profits of 
foreign traders in China ... . ■ .. 
>, ■ 


Million 

taels. 

Million 

taels. 

Million 

taels. 

1903. 

1909. 

1913. 

316 

418 

570 

37 

32 

59 ' 

44 

54 

58 





33 

, 31 

23 J 


■ \ . 

424 

537 

718 


t 
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1 Million 1 

Jfillioa 

MiUicr. 

* 

taels. 

1 

taels. 

taeh'. 

Assets. 

1 

1903. 


1909. 

191.3. 

Merchandise exported 

23G 


339 

403 

Bu'Iion and coin exported 

33 


23 

24 

Unrecorded land trade 

Proceeds of loans for devclojimcnt of 

4 " 




railways, mines, etc. 

Foreign Legations, Consulates, garri- 

27 




sons, navies, in Cliina 

Foreign merchant ships, maintenance 

28 

•* 

1 

77 

77 

and repairs 

Foreign missions, hospitals, schools. 

12 




and travellers 

12 J 




Remittances from Chinese emigrants... 

73 


100 

lOO 

1 

425 

53S 

1 

COi 


(6) Foreign Indebtedness . — The total debt ou account 
of foreign loans and indemnities "was estimated in 
1914 at about £175,000,000, and is probaldy now over 
£ 200 , 000 , 000 . 

The annual charge for the present year is unobtainable 
but the amount in 1910 for the ser\ice of foreign loans 
(including indemnities) was stated in roiind figures to 
be £10^- millions. The burden of indebtedness has 
been greatly reduced by the rise in exchange from 
3s. 3d. in 1916 to 8s. in December, 1919. 

Practically the whole amount is paid from the 
revenues of the Customs and Salt Gabelle, the collec- 
tions of which were as follows ; — 



Customs. 

Salt Gabelle. 


Haikwan taels. 

Dollars. 

1914 

38,917,525 

60,409,675 

1915 

36,747,706 

69,277,636 

1916 

37,764,311 

72,440,590 

1917 

38,189,429 

70,627,249 

1918 

36,345,044 

„ 71,500,000 

1919 

46,000,000 

80,600,000 
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(c) Inflation . — One of the difficulties of the Chinese 
Government referred to above has been caused by 
making forced issues of coins and notes. The Chinese 
Minister of Finance stated, on the 2nd July, 1913, that 
there were $130,000,000 notes in circulation,, at an 
average discount of 50 per cent. Since then little real 
good has been done to alleviate the situation. There is 
no great confidence in any issues of the central or pro- 
vincial ■ Governments. In particular, the notes of the. 
former issued through the Bank of China and the Bank 
of Communications, circulate at a heavy discount and 
have become inconvertible. 

The coins circulating in China are treated as goods 
with a market price, and in consequence of the heavy 
discount to which they have fallen, there is no such thing 
as token-value coins as such. 

{d) Uncertainty as to Financial Position . — The credit 
of China, as gauged by the market price of her loans 
abroad, stands high. This is due to the punctiliousness 
udth wliich she meets her foreign obligations. Her 
ability to do so rests on the extraordinary success of 
the Customs and Salt Eevenue administrations, which 
remit practically the whole service of China’s foreign 
debt. 

This state of, her credit may, however, be afiected 
adversely by continued resort to the issue abroad of 
Treasury Bills, the burden of which is already con- 
siderable. 

The Eeorganisation Loan of 1913 for £25,000,000 was 
instrumental in wiping out a number of short term 
obligations incurred largely on account of military 
operations. The loan also covered foreign indemnity 
arrears and current obligations of 'the Chinese Govern- 
ment which had accrued owing to the absence of the 
usual provincial revenues. 

No sooner had these been paid off than the Finance 
Minister made a further request to the Five Groups for 
a loan of £20,000,000 to cover a list of urgent short 
term debts amounting to $76,000,000 and for currency 
reform. 

(292) 


o 
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The outbreak of the European War put an end i j 
Cliina’s hopes for further loans from the Consortiur-. 
and the needs of the time led to the revival of th? 
system of obtaining credit or advances wherever it was 
possible to do so. This has led to the accumulation of 
a floating debt, which is becoming a source of anxiety. 

No reliable statement can be obtained of the amount, 
of this floating debt, but the following estimate has beer- 
compiled : — 

Dollars. 

Short-term debts of the Central 
Government incurred up to the 
10th June, 1913 . . . . 70,305,298 

‘ Public Loan ’ issued in China 
(interest on this has only been 
paid once) . . . . . . 4,000,920 

hlilitary Public Loan of 1911 . . 0,307,040 

Domestic Loan issued in 1914 . . 24,000,000 

„ „ 1916 .. 24,000,000 

Two domestic loans issued In 
April, 1918 . . . . . . 93,000,000 

227,739,858 

Besides these borrowings, China has received advances 
and loans from Japan for over Yen 300,000,000, and the 
various Mnistries have contracted -short-term foreign 
loans, about 30 in number, amounting to §29,710,201. 

All the loans referred to are repayable wdthin the 
next few years, and in some cases the amortisation has 
already commenced. 

The means to satisfy these obligations are' not at 
present obtainable by fresh internal borrowings, and 
unless, therefore, some change is made in the policy of 
^ the Government, it is clear that there must remain 
considerable uncertainty as to- the- financial position of 
China. The only visible help to cover the most pressing 
outstanding debts is from outside; - ■ 

• Since 1916 there has been no Budget, on account of 
the tangled political situation. The Minikiy of Einance 
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has, however, drawn np a budget for the fiscal year 
1919-1920, an outline of which follows : — 


Receipts. 


Ordinary Revenue. 

Land revenue . . . , 

Customs revenue . . 

Salt revenue . . 

Taxes on commodities 
Direct and miscellaneous taxes 
Direct and miscellaneous, additional 
Revenues from Government properties and 
enterprises 

Miscellaneous receipts from the pjrovinces 
Receipts by the different offices of the 
Central Government 

Direct receipts by the Central Government 


§87,085,291 

75,612,907 

91,686,026 

39,037,706 

24,832,394 

4,332,541 

2,411,368 

6,167,172 

1,904,094 

42,737,652 


Total of Ordinary Revenue . . . . $375,807,154 


Extraordinary Revenue. 

Land revenue 

CHistoms revenue . . t . 

Taxes on commoiiities 
Direct and miscellaneous additional taxes 
Revenue from Government properties and 
enterprises . . . 

Miscellaneous receipts from the provinces 
Receipts by the 'different offices of the 
Central Government 

Direct receipts by the Central Government 

lioans a. a. •• a. 

-Annual deficit . . , . . . 

Increase of police collections 

Total of Extraordinary Revenue .. $271,884,633 

\ 

Grand Total (Ordinary and Extraordinary 
Revenueo) $647,691,787 

(292) Ti 


$6,121,103 

695,749 

26,685 

3,911,410 

31,522 

293,037 

44,638 

18,229,410 

201,580,392 

38,710,687 

2,240,000 
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Expendituees. 


Ordhuiry Expenditures. 

Expenditure for Government organs 
Expenditure for diplomatic services 
Expenditure for home afiairs 
Expenditure for financial administration . . 
Military expenditure 
Naval expenditure . . 

Judicial expenditure 

Educational expenditure . . . . . i 

Industrial expenditure 
Expenditure for communications . . 
Expenditure for Mongolian and Tibetan 
afiairs 


$24,238,699 

4,895,656 

44,556,804 

41,400,137 

151,006,381 

10,602,474 

10,347,124 

6,202,065 

3,375,170 

1,949,075 

1,318,742 


Total 'of Ordinary Expenditure . . $299,952,227 


Extraordinary Expenditure 

Expenditure for Government organs 
Expenditure for dijDlomatic services 
Expenditure for home afiairs . . . 

Expenditure for financial administration 
IVIilitaiy expenditure 
Naval expenditure . . 

Judicial expenditure 
Educational expenditme 
Industrial expenditure 
Expenditure for communications 
Expenditm-e for Mongolian and Tibetan 
afiairs 

Ecfimd to loans 


$2,044,012 

1,324,555 

,2,434,657 

15,882,297 

4,917,027 

65,024 

69,352 

561,453 

382,247 

189,184 

50,000 

214,631,176 


Total of Extraordinary Expenditme . . $243,050,884 

Grand Total (Ordinary and Extraordinary 
Expenditm-e) ' .i. $543,003,111 
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Special Expenditure. 

Special military expenditure . . , . $102,448,678 

Expenditure for the extension of police 2,240,000 

Total of Special Expenditure . . . . $104-,688,676 

Grand Total (Ordinary, Extraordinary 
and Special Expenditure) . . . . $647,691,787 


(e) Uncertainty as to Political Conditions . — Internally 
China has suffered, especially since 1910, from revolu- 
tions, civil strife and ‘political unrest. Taxation is 
light, but its incidence uncertain. The currency of the 
country is in a chaotic condition, the note issues are 
greatly depreciated, even those of the-State Banlc, and 
token and other coins circulate at their market values as 
commodities. 

Against these evils may be set China’s high respect 
for international rights and her unwavering integrity 
in dealing with questions of foreign finance. 

The outcome of the ] policy ^ [of extra-territoriality in 
China has been to concentrate the efforts and to con- 
solidate the interests of Westerners on the Treaty Ports 
in China, which have thus become the outlet for prac- 
tically the whole of China’s foreign 'trade. 

The political convenience of this policy is considerable, 
since any difierences arising can be settled on the spot, 
but it has the commercial disadvantage of restricting the 
activity of foreigners within the confines of the ports. It 
restricts the field for direct intercourse ivith the Chinese 
worldng population proper. 

At present the position of foreigners and their capital 
in China is considered secure and even important 
political events have surprisingly little efiect on the 
exchanges. So long as the rights of foreigners remain 
undisturbed the exchanges seem to be unaffected, 
even under conditions of civil strife. Although China 
goes on , borrowing, her bonds hold their price in the 
West ; peoplp merely point to the increasing returns of 
exports and to the rapid growth of the Customs and 
Salt Eevenues, ' 
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6. The Effect of Depreciated aktd FLUCTUATmc 
Exchanges upon International Trade. 

China, in common with all silver-using countries 
suffers greatly from a fluctuating medium of exchange. 

The onus of settling the rates, of exchange between 
China and othe/ countries rests for the most part on 
the ioreign banks established in the Treaty Ports. 

Generally spealdng, the rise or fall in exchange is 
governed by the price of silver and the stocks of silver 
held by the foreign banks. 

In the chief trade centre, Shanghai, these stocks 
amounted in December, 1918, to approximately 

20.700.000 ounces in sycee and 12,100,000 in dollars, 
as compared with 24,500,000 ounces in sycee and 

13.200.000 in dollars in January of the same year. 

All markets are at present feeling the effects of the 
silver shortage, and there is no doubt that China, as a 
silver-using country, is suffering in a special degree 
from the world scarcity of the metal she so freely dis- 
gorged two years previously. 

It is obvious that with China’s vast population the 
exports represent but the fringe of her trade, and, 
since she is more or less self-supporting, her internal 
conditions are affected only in a relatively small degree 
by the state of the exchanges. 

When the balance of trade is such as to necessitate 
the export of silver, there is naturally some interference 
with her internal trade, arising from the resultant 
stringency in the supplies of the metal. The buUi of 
the population, however, use nothing but brass cash 
and copper coins, and their consumption of European 
products is very limited. 

It is the general practice of Europeans to shift the 
burden of risk in exchange on to the Chinese merchant, 
and he has become accustomed to bear it and to fix his 
prices according to the rise and fall in the gold price of 
silver. In this way the manufacturers, who supply 
usually through indents, are not greatly affected by 
temporary fluctuations, but rather by a steady rise or 
fall affecting, through prices, the general dernand for 
and supply of their wares in China. ■ ■ 
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7. Proposals for Currency Eeporm and Improve- 

SIENT OF THE EXCHANGE POSITION. . 

In May, 1910, tlie Board of Finance memorialised 
tlie Throne concerning the establ'shment of a national 
currency for China, and issued regulations connected 
therewith. These regulations were sanctioned and 
made law, but, with one or two exceptions, they are 
not yet in operation. 

On the 15th April, 1911, the British, German, French 
and American Groups concluded an agreement with 
the Chinese for a loan of £10,000,000 for the purpose, 
inter alia ^ of currency reform, subject to the approval by 
the Groups of the scheme laid down* in these Memorials. 
In August of the same year a Committee sat in London 
to consider the Chinese Government’s programme of 
suggested currency reform. This Committee was com- 
posed of : — 

Jeremiah W. Jenks, Ph.D., LL.D., representing the 
United States. 

Sir David Barbour, K.C.M.G., K.C.S.I., representing 
Great Britain. 

'UHis Excellency Bernhard Dernburg, P.C., LL.D., 
ri' ■- ' S.E.D., &c., representing Germany. 

A. de Foville, representing France. 

(Committee appointed by the banks.) 

Chen Chin-Tao, M.A., Ph.D. (special delegate of the 
Chinese Government). 

The Peking representatives of each of the Four 
Groups, and others. 

The report which this Committee drew up shows that 
the scheme proposed by China had been ;prepared more 
than a year previously, and in the meantime a number 
of changes of considerable importance had been made, 
but the supplementary information supplied by the 
Chihese delegate¥enabled the Committee to arrive at 
certain conclusions. 
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Tlie Committee stated in their report Avith regard to 
monetary reform that': — 

“ The plan under consideration is avowedly not a 
complete plan for placing the currency on the iiltimatc 
basis contemplated by the Chinese Government, either 
a silver standard 'or a gold standard. It is avowedl}' 
only a plan for giving to China a uniform currency, and 
is to be judged only as a transitional measure. It must 
hereafter be supplemented by other plans to be prepared 
and put into efiect at such time as shalbseem wise to the 
Imperial Government.” 

“ For the purpose of giving uniformity to the currency 
and as a transitional measure to carry out the pmpose 
heretofore avowed by China, the report shows thorough 
study of the monetary systems of other countries, careful 
-consideration of circumstances rmder Avhich the system 
must wotk in China, and great care in its preparation. 
For this limited purpose the plan is, generally speaking, 
satisfactory. In a number of instances we have suggested 
changes, largely verbal, to make entirely clear the 
meaning of the law, changes that quite possibly may not 
be needed at aU in the Chinese edition. In a feAV in- 
stances the changes suggested are of importance in 
connection with fundamental principles, but in some of 
these cases Dr. Chen has assured us that these sugges- 
tions had already been anticipated and the changes 
made ; in others they meet with his hearty concurrence. 
Once or twice his judgment differed somewhat from that 
of the Committee, but probably in few, if any, instances 
is there sufficient difference to require in the Imperial 
law modifications beyond those for which provision has 
been made in the law itself, which ‘can be secured by 
administrative action. On the whole, then, for the 
purpose contemplated, we consider the plan satisfactory 
if properly and efficiently administered along the lines 
suggested in this report, including suitable provisions 
against counterfeiting.” 

The Committee considered the plan for reforming the 
currency system satisfactory, although they suggested 
a number of minor changes. . • . 
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Dr. Chen had stated on the authority of the Chinese 
Government that the purpose of China was to adopt 
eventually the gold standard. The Committee did not 
express any opinion as to the expediency of this. They 
called the attention of the Groups, as well as that of 
China, to the difficulties of changing the standard to 
gold, and suggested that a careful study should be made 
of the methods by which it was proposed to attain the 
gold standard^ and of the date of its inauguration, as 
well as an estimate of the amount of gold reserve that 
would be needed and the methods for its accumulation. 
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India, British. 

SUMJLVEY. 

The Indian mohetar}’’ system was afiected during the 
war by two outstanding influences, the heavy foreign 
demands for Indian currency, and the increase in the 
price of silver. The demand for Indian currency which 
was met largely by a deposit of securities outside India 
and the issue of rupees (and notes) at home, forced the 
Government to increase its purchases of silver. Owing 
to the rise in the price of silver, however, the bullion 
value of the rupee tended continually to exceed its 
currency value, and the Secretary of State was compelled 
to raise the oflicial rate of exchange. The first change 
■was made in January, 1917, •Q^hen'the minimum rate for 
telegraphic transfers was fixed at Is. 4|d. By 
December 12th, 1919, the rate had reached 2s. 4d. In 
order further to meet the constantly increasing demand 
for domestic currency, the fiduciary note issue was raised 
from time to time, the legal maximum being 120 
crores of rupees at the end of 1919 as compared 'with 
14 crores of rupees in 1914. 

In May, 1919, a Committee w*as appointed by the 
Secretary of Sta-te for India to consider the currency 
difficulties which had arisen. The most important 
recommendations of a Majority Report which have been 
accepted in principle by the Secretary of State are that 
the rupee which should remain unchanged in \veight and 
fineness, should have its exchange value fixed against 
gold at the rate of R. 1 for 1*130016 grains of fine gold, 
and that the sovereign should remain legal tender and 
exchangeable for the rupee at the ratio of Rs. 10 to £l 
as compared ■with Rs. 15 before the war. An announce- 
ment was issued on the 2nd February, d920, which 
brought the new exchange ratio into efiect. 
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1. — Indian Currency System up ' to 1916. 

(i.) Before tlie 26th June, 1893, India had a silver 
standard. The money of the country consisted of silver 
rupees, subsidiary coins, and currency notes (encashable 
for rupees), against which a reserve was held, consisting 
mainly of rupees, but to some extent of Indian Govern- 
ment securities. The rupee was unlimited legal tender. 
The public was at liberty to tender silver bullion at the 
mint to be coined into rupees ; and this was the way in 
which the rupee coinage was actually replenished. The 
rate of- exchange between India and gold standard 
countries depended on the price of silver, since pur- 
chasers of drafts on India would not pay for rupees at 
a higher rate than that at which they could be obtained 
by the alternative method of shipping silver to India for 
coinage, while sellers of drafts on India and purchasers 
in India of drafts on London would not do business at a 
lower rate than corresponded to the bullion value of the 
rupee, 

(ii.) Bor 20 years before 1893 the general tendency of 
the rate of exchange was downwards, and eventually 
the conclusion was reached in 1893, in accordance with 
the recommendations of Lord Herschell’s Committee, 
that the disadvantages of the fluctuations of exchange, 
and more especially of its downward tendency, were 
serious enough.to render desirable a change in the Indian 
currency system. It was then decided to close the mints 
to the free coinage of silver and a new system was 
established, which, as developed in accordance with 
experience gradually gained, finally stood as follows - 

(a) The British sovereign and half-sovereign were 
made legal tender for Es. 15 and 7|- respectively, the 
rate thus established being the equivalent of Is. Ad. per 
rupee. The Government undertook to issue rupees 
to the public in exchange for sovereigns and half- 
sovereigns at the same rate. 

(&) The rupee (180 grains silver {A fine) remained legal 
tender without limit of amount. On the cessation of 
the right^of the public to tender silver for coinagej the 
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control of the amount of new silver coinage rested 
entirely in the Government. 

(c) The Secretary of State for India, who had dong 
been the largest seller of remittances on India, undertook 
to sell bills of exchange on India wthout limit of amount 
at Is. 4-JtZ. per rupee as a maximum rate. He also 
maintained, though without formal notification, the 
practice of not selling below Is. per rupee. 

(d) When, owing to temporary variations in the 
currents of trade, there was a greater demand for 
homeward than for outward remittances, the Secretary 
of State maintained exchange by selling sterling remit- 
tances (commonly Icnown as Ee verse Drafts) at Is. 3'^d. 
per rupee. 

The Gold Standard Eeserve which has been accumu- 
lated from the profits of coinage is maintained for the 
purpose of meeting these drafts. 

The efiect of these arrangements was to prevent the 
exchange value of the rupee from fluctuating materially 
from the parity of Is. id., and such fluctuations as 
occurred were similar to those that occur from time 
to time in the exchange between gold standard countries 
where the variations are limited by the cost of moving 
gold to adjust the balance of indebtedness. 


2. — Cn^tU^GES MilDE IN 1916 AND SUBSEQUENT YeARS. 

It is obvious that the maintenance of the system 
described above depended, at times when there was a 
strong demand for rupees, on the existence of the two 
following conditions : — 

{a) That the Government of India should have at 
their command adequa.te supplies of Indian currency, 
the amount required being, of course, proportionate to 
the intensity of the public demand. 

{&) That the price of silver should not be higher, at 
any rate for any considerable time, than that which 
corresponds to a bullion value of Is. id. for i;he rupee, i.e. 
idd. per standard ounce. (Ipdian legal tender currency 
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so far as it does not consist of rupees, consists of gold 
coin and currency notes, both, of which gave the holder 
the right to demand rupees from the Government.) 

Bht in 1916-17 and subsequent years these conditions 
ceased to exist. The dominating financial feature of 
these years was the great demand for Indian currency, 
which arose from various causes of which the most 
noteworthy were the large excess of exports over 
imports, due to the War demand for Indian products 
tending to a dispersal of money up country, the large 
military disbursements of the Government of India 
and the great reduction in the imports of precious 
metals on private account. This demand for currency 
it was necessary for the Secretary of State to satisfy 
so far as possible in order that Indian resources might 
be freely available for the operations of war. He 
therefore adopted various expedients for increasing the 
supply of currency. In the first place the note issue 
was increased by the use of notes of low values — ^Es. 
and Es. 1 — and by a great expansion of the fiduciary 
portion of the issue, limited, however, by the need for 
maintaining its convertibility into metaUic legal tender. 
Secondly, in order to obtain gold for cun-ency purposes 
an ordinance was issued by the Government of India in 
June, 1917, requiring all gold imported into India to be 
sold to the Government at a stated price based on the 
exchange value of the rupee ; and in 1918 a branch of 
the Eoyal Mnt was opened at Bombay,* thus enabling 
gold to be converted into sovereigns on the spot instead 
of being sent as before to Australia for mintage. 

But the main resource of the Secretary of State was 
the purchase of silver, which in 1916-17 and the three 
subsequent years was imdertaken to the extent of 
315,976,000 st. ozs. in the open market, whilst under 
the Pittman Act, 1918, 213,393,000 st. ozs. was obtained 
from the United States Government at a price of 101^ 
cents per oz. Further, in order to assist the Secretary 
of State’s eftbrts to purchase silver by reducmg private 
competition in the market the import of silver on private 

-l ^ ^ ^ 

* This branch, was temporarily closed in AprU, 1919. / 
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account into India was proliibited in September, 1917. 
The export of silver on private account and the u>‘‘ 
of coins for other than currenc)’’ purposes were ahc- 
prohibited vdth a view to maintaining the circula- 
tion. 

A minor expedient for the provision of export finance 
was evolved in agreement with the Exchange Banks. 
It is the practice of these Banks to equate their home- 
ward and outward transactions so that their English 
and Indian resources respectively, arising mainly iron- 
deposits, may remain practically intact in the countries 
in which they were obtained. In 1917 the national 
interest made it desirable that exports from India 
should be financed as freely as possible ; an object 
wliich, it was obvious, would be assisted if the Banks 
departed from the policy of the ‘ even keel ’ and 
bought export bills in excess of their purchases in the 
other direction. It is obvious that tips would involve 
the transfer to England of some of the Banlcs’ Indian 
resources, which would thereafter, if the rupee rose, 
have to be retransferred to India at a rate invohdng 
loss to .the Banli on the double transaction. The 
Banks could not reasonably be asked to take this 
risk. The Secretary of State insured them against 
it by undertaldng that, up to the amoimt of the Banks' 
Indian resources temporarily transferred to England, 
he would vithin a year after the war sell to the Banks 
Indian exchange at the rate at which the temporary 
transfer had been effected. 

Despite all these measures, however, the Government 
of India felt unable to meet the drain on the currency 
resources in India that would have been entailed by 
the continued free sale of Council Drafts in London, 
and the Secretary of State therefore decided from 
December, 1916, to limit the sale of Drafts to a fixed 
weekly amount. This amount was sold at a fixed rate 
and distributed in certain defined shares between the 
chief Exchange Banlrs and a few firms of special eminence 
who had long been large purchasers, subjject, however, 
to the understanding that the approved Banks and 
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firms were to conduct tlieir exchange business with the 
general public requiring remittance between India 
and the West only at rates prescribed by the Secretary 
of State and calculated to yield an ordinary banking 
profit only. Thus the market rate was prevented 
from imduly fluctuating and rising largely above the 
official rate. But owing to the increasing cost of silver 
the Secretary of State, in order to guard himself against 
loss in the sale of rupee drafts, and also to prevent an 
excessive divergence between the currency and the 
bullion values of the rupee, was from time to time 
compelled to raise the official rate itself so as to correspond 
roughly \vith the bidlion value of the rupee at the 
prevailing price of silver. 

These changes are shown in the table below : — 


JDato of Introduction. 

3rd January, 1917 . . 
2Sth August, 1917 . . 
12th April, 1918 
13th May, 1919 
12th August, 1919 . . 
loth September, 1919 
22ud November, 1919 
12th December, 1919 


Minimum Bate for 
Immidiato TL'legraphio 
Tranafcra. 

. 1 4 ^ 

1 5 
1 6 
1 8 
1 10 

2 0 
2 2 
2 '4 


Despite these increases in the rate of exchange, 
however, the price of silver, enhanced mainly by the 
intense demand from China, has risen in recent months 
to a height that has precluded pmehases by the Secretary 
of State in the London market or in America, since 
June, 1919. 


3. — The Lmpout of Gold, 1919-20. 

In view of the cessation of silver purchases it was 
important that the demand in India for the precious 
metals should be satisfied so far as possible by the 
import of gold. The rate fixed imder the Ordinance of 
June, 1917, fpr the acquisition of all gold imported into 
India was based on the sterling exchange value of the 
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rupee, and took no account of the premium on gold r.--. 
compared with sterling. It was, therefore, unattractive 
to importers and gold imports were relatively small. Ah 
a consequence of the limitations on the supply of gold 
throughout the war period and the continuous demand 
for social purposes, the bazaar price of the sovereign 
rose considerably above its statutory rate of Ks. 15, and 
thus precluded the general use of gold as a medium of 
currency. But the removal of the embargo bn the 
export of gold by the United States Government :on 
9th June, 1919, and the freeing of the' market for South 
African and Australian gold opened new sources of supply, 
and in September, 1919, the Government of India raised 
its acquisition rate and varied it from time to dime so as 
to include the premium on gold over sterling as measured 
by the doUar-sterling exchange, thus attracting to India 
considerable quantities of gold. 

The revised conditions for the import of gold provided 
from September, 1919, a ready means alternative to the 
purchase of Council drafts for the remittance of funds to 
India. The Secretary of State thus found it 'possible to 
revert to more normal methods of selling the limited 
quantity of bills on India than had been practicable 
during the latter part of the war. From 1 8th September, 
1919, while a demand for outward remittance continued, 
drafts were sold by open competitive tender, subject to 
a minimum rate and subject to the conditions that no 
applicant might apply for more than 20 per cent, of the 
amoimt ofiered each week. The gold acquired by the 
Government of India from importers, together with large 
amounts bought by the Secretary of State for India in 
London, is being gradually sold by auction in India, with 
the effect that the very high bazaar price of gold has 
already been somewhat reduced. 

4. — The Indian CuRRENcy Committee, 1919. 

Meanwhile the Secretary of State for India had ap- 
pointed a Committee, with Sir H. Babington Smith as 
Chairman, to consider the currency difBculties which 
have already been described. This Committee which 
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reported in December, 1919, made in its Majority Report 
tlie following fimdamental recommendations : — 

(o) That the present rupee unchanged in weight and 
fineness should rernain unlimited legal tender ; 

(6) That the rupee should have a fixed exchange 
value, and that this exchange value should be expressed 
in terms of gold at the rate of one rupee for 11-30016 
grains of fine gold, that is one-tenth of the gold content 
of the sovereign ; 

(c) That the sovereign, which is now rated by law at 
Rs. 15, should be made a legal tender in India at the 
revised ratio of Rs. 10 to one sovereign ; 

(<Z) That the import and export of gold to and from 
In^a should be free from Government control, as soon 
as the change in the statutory ratio has been effected, 
and that the gold mint at Bombay should be open for 
the coinage into sovereigns of gold tendered by the public ; 

(e) That the notification of the Government under- 
taldng to give rupees for sovereigns should be withdrawn ; 

(f) That the prohibition on the private import and 
export of silver should be removed in due course, and 
that the import duty on silver should be repealed unless 
the fiscal position demands its retention. 

These recommendations have been accepted generally 
by the Secretary of State as expressing the goal to which 
Indian Currency policy should now be directed, and an 
announcement was issued on 2nd February, 1920, which 
brought into effect the new exchange ratio for the rupee 
as recommended by the Committee in (&) above. By 
the terms of this notice the acquisition rate for gold 
imported under license into India was fixed at Rs. 10 for 
each sovereign tendered for import, z.e., R. 1 for 
11-30016 grains of fine gold. 

It was also announced that Council drafts -would 
continue to be offered at the Secretary of State’s discre- 
tion for weekly sale at the Bank of England by competi- 
tive tender, ajid that the Government of India would, 
when occasion required, offer for sale stated weekly 
(292) r 
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amounts of Sterling Eeverse Drafts on the Secretarj" of 
State (including immediate telegraphic transfers), the 
rate being based on the sterling equivalent of the price 
of 11'30016 grains of fine gold, as measured by" the 
prevailing sterling dollar exchange, less a deduction 
representing the charges of remitting gold. 

The Government of India on the same date cancelled 
the notiheations of 1897 and 1906 which provided for 
the issue of rupees in exchange for sovereigns tendered 
at Reserve Treasuries and the Indian Mints respec- 
tively ; and also abolished the prohibition on the 
import of silver and the import duty of 4 annas per 
ounce ; thus giving efiect to recommendations (e) and 
(f) of the Committee, subject only to the retention of 
the prohibition on the export of silver. The notifica- 
tions which had prohibited dealings in gold and silver 
coin at premium or their use otherwise than as cur- 
rency were also cancelled. As regaids recommendations 
(c) and (d), however, owing to the continuance of an 
abnormally high price of gold in India and the violent 
reactions which might be expected to result if the 
restriction on import were forthwith abandoned, it was 
decided for the time being to continue' to control the 
import of gold, with a fioced acquisition rate of. Rs. 10 
for the gold content of the sovereign and meanwhile to 
sell gold bullion to the public at periodical sales, with a 
view to reducing the market price gradually to a level 
corresponding with this rate. It was decided also that 
during this transitional period the provisions of the 
existing law under which the sovereign is legal tender 
at the ratio of Rs. 15 should remain unaltered. 

5. — ^The Pkesent Position. 

The Indian currency now consists of silver rupees, 
subsidiary coins of silver, nickel and bronze, currency 
notes,* British gold coin, and 15-rupee gold mohurs, 
which are of the same, weight and fineness as the 
sovereign. The rupee (and.' also the silver half-rupee) is 

The issue of currency notes w a Government monopoly. 
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Absoeption op Cueebncy by the Public, 
1898-99 TO 1918-19. 

{In lalchs of rupees.)'''- 


f 

Year. 

Absorption of Coin. 

Absorption 

of 

Currency 

Notes. 

Grand 

Total. 

Rupees. 

Sovereigns 
and Half- 
Sovereigns. 

Total. 

1898-99 ... 

-1,61 

—t 

-1,61 

2,62 

91 

1899-1900 

13,93 

4,05 

17,98 

1,72 

19,70 

1900-01 ... 

8,62 

3,05 

11,67 

-18 

11,49 

1901-02 ... 

-68 

1,47 

79 

30 

1,09 

1902-03 ... 

2 

3,23 

3,25 

2,59 

5,84 

1903-0 i ... 

10,97 

4.92 

15,89 

3,28 

19,17 

1901-05 ... 

7,43 

4,41 

11,84 

37 

12,21 

1905-06 ... 

14,50 

6,70 

20,20 

4,16 

24,36 

1906-07 ... 

18,00 

7,70 

26,70 

3,83 

29,53 

1907-08 ... 

3,92 

11,08 

15,00 

-3.85 

11,15 

1903-09 ... 

-14, SS 

5,16 

-9,73, 

2,35 

—3,78 

1909-10 ... 

13,22 

4,31 

17,63 

5,03 

22,56 

1910-11 ... 

3,34 

2,16 

6,49 

19 

16,68 

1911-12 ... 

11,50 

13,33 

24,83 

4,44 

29,27 

1912-13 ... 

10,49 

16,65 

27,14 

2,71 

29,85 

1913-14 ... 

5,32 

18,11 

23,43 

2,65 

26,08 

1914-16 ... 

-6,70 

8,43 

1,73 

-6,01 

-4,29 

1915-16 ... 

10,40 

29 

10,69 

9,23 

20,92 

1916-17 ... 

33,81 

3,18 

36,99 

13,89 

50,88 

1917-18 ... 

27,86 

14;26 

42.12 

17.22 

69,34 

1918-19 ... 

45,42 

6,21t 

50,63 

49,29 

99,92 


The absorption of metallic money is no doubt due, 
largely to non-currency uses, but it will be observed 
that in the last four years the absorption of paper 
money has also showm a great increase. The . actual 
figures of note circulation on 31st December, 1914 to 


* 1 lakh = 100,000. ' 

t In addition gold mohnrs to the value of 60 laihs were absorbed 
during 1918-19. 

J Sovereigns were not legal tender in this year. 
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1910, together witli the proportion of metallic bacldng 
is shov,-!! belo-iv ; — 


Indiaij Paper Currency. 
{Figures in laJchs of rupees.) 



Noto circulation 

V 

Reserve. 

Percentage 
of gold and 
silver to 
gross note 
circulation. 

Dec. 

30. 

Gross. 

»Net. 

tActivc. 




1014 

00,83 

158,68 

44,83 

16,96 

29,87 

H 


lOlo 

02,34 

00,99 

61,18 

18.90 

29,44 


7,77 

1910 

82,17 

79,11 

06,88 

23,84 

17,37 


6,01 

1917 

1,08.31 

1,03,11 

78,7,7- 

27,77 

19,06 

01,48 

- 4,23 

1918 


1,40,71 

1,35,39 

19,80 

32,13 

9.3,16 

3,47 

1919 

1,80,91 

1,82,70 

1,65,87 

39,71 

43,67 

99,.53 

4,46 


.Despite its enormous increase in circulation the 
Indian currency note did not-, except for a, limited period 
during the war, suffer any considerable depreciation. 
'WTien the new Ps. 2|- and Ps. 1 notes were first issued 
in large quantities discounts as high as 15 or even 19 
per cent, were reported, but these rapidly diminished 
when it was seen that the notes were accepted in pay- 
ment of Government dues, and when small coin was 
made freely available, and during 1919 such discounts 
never exceeded 3 per cent. 

7.— The Foreign Trade op India. 

As a general rule India’s exports of merchandise tend 
to be much larger than her imports, whilst her imports 
of treasure tend to be much larger than her exports ; 
but in the total foreign trade there is a considerable 
excess of exports. This excess is financed largely by 
the Secretary of State for India, who having to make 


* Net circulation is gross circulation less notes held in reserve treasuries, 
t Active circulatfon is gross circulation less notes held in all Govcmmenf) 
treasuries or at the head offices of Presidency banks, 
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disbursements in England on bebalf of tbe Government 
of India, puts biinself in funds by tbe sale in England 
of drafts on India, thus enabling payment to be mjide 
for tbe excess of exports. Figures are given below 
sbowing tbe balance of trade for tbe past. 15 years. 


— 

Excess 
of Exports 
over 

Imports on 
Private Account. 

Net Imports 
of Treasure on 
Private Account 
(Gold and Silver, 
Coin and Bullion). 

Net Sales of 
Council Drafts 
(t.c.. Council 
Drafts less 
Reverse Drafts). 


£ 

£ 

£ 

1904-5 ... 

40,548,200 

•16,700,600 

24,150,000 

1905-6 ... 

39,086,700 

9,646,900 

31,886,000 

1906-7 ... 

45,506,600 

14,420,000 

34,069,400 

1907-8 .... 

• 31,640,000 

18,253,300 

15,676,700 

1908-9 ... 

21,173,300 

11,116,300 

5,335,300 

Total ... 

177,954,800 

70,137,100 

111,117,400 

1909-10 ... 

47,213,000 

20,688,000 

27,710,600 

1910-11 ... 

53,685,300 

21,700,000 

■ 26,389,800 

1911-12 ... 

59,512,900 

28,706,000 

26,917,500 

1912-13 ... 

57,020,900 

29,435,000 

25,983,500 

1913-14 ... 

43,753,900 

19,713,000 

31,200,800 

Total ... 

261,186,000 ' 

120,242,000 



£ 

£ 

£ ■ 

1914-15 ... 

29,108,500 

12,313,000 

-1,508,795 

1915-16 ... 

44,026,600 

6,984,000 

. 15,917,257 

1916-17 ... 

60,843,200 

1,357,000 

31,671,577 

1917-18 ... 

61,420,000 

15,277,000 

34,865,798 

1918-19 ... 

56,540,000 

53,000 

16,889,000 

Total ... 

251,938,300 

35,984,000 

96,834,837 


It is impossible to estimate to wbat extent India’s 
balance of trade is afEected by movements of capital 
or by interest, payments, ^e total debt of India 
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on 3Ist Marcli, 1919, was £504,688,411, of wMcli 
£301,645,836 was rupee del>t (converted into sterling at 
2s.| and £203,042,576 sterling debt. Of tMs total debt, 
however, a large proportion is invested productively in 
canals and railways in India, giving a substantial 
return on the capital outlay. 


8. — ^SIlSCELLANEOtrS STATISTICS, COMPARING PIGURES 
OP June, 1914, with those op June, 1919. 


Date. , 1 

1 

Gold and Silver 
holdings of the 
Government of India. 

Estimated 

active 

circulation in 
crores of rupees.* 

Estimated 

stock 

of metal in 
India, f 

Gold. 

Silver. 

1 

Rupees. 

Notes. 

j 

Gold. 

Silver. 

i 

j 000 onnces. 

June, 1914 
„ 1919 

22,703,000 

n,794,000t 

£ 

£9,110,000 

40,050,000 

1 

187 

228 

I 

46,34 
i 1,38,33 

1 

87,200 j 
96,000 j 

3.236.000 

3.794.000 


* 1 orore = 100 lakhs. 

t On 15th February, 1920, the stock of gold heid by the Government of 
India in their paper currency reserve was £31,341,000. 

t Based on estimates from “ Indian Finance and Banking,” by G. Findlay 
Shirras, director of statistics with the Government of India. 












CHAPTER III. 


Japan. 


Summary. 

Tlie amount of currency circulating in Japan lias been 
about doubled during tbe vrar, and prices of commo- 
dities have risen on the average over 100 per cent., but 
there are no signs of inflation caused by Government 
borrovdng. The gold bacldng for the note issue of the 
Banlc of Jtipan has been improved from about 50 per 
cent, to over 70 per cent, of the face value of notes in 
circulation, and the amount of gold coin in the hands 
of the public has increased by nearly 50 per cent. The 
abnormal demand for small change has rendered neces- 
sary an issue of currency notes by the Japanese Treasury. 
The convertibility of Bank of Japan notes has been 
continuous!)^ maintained. The only anxiety felt about 
Japanese currency is due to the price of silver. • 

The exchanges are in normal ivorldng order, Japanese 
currency standing at a premium in Europe and the 
United States. 


1. The Currency iVXD Banking System before the 

War. 

(a) Com . — ^The coinage system was before the war, 
and still is, a gold monometallic system, based on the 
1897 Coinage Law, the unit being the yen, which is 2 fim 
(equals 0-75 grammes) of pure gold. 

The subsidiary coins are of silver, nickel and 
bronze. ' 
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The most valuable coin in circulation is 20 yen gold 
(about £2 Is.) and the least valuable tbe subsidiarj'- 
bronze 5 rin (about one-eigbth of a penny). 

(h) Notes. — Side by side with the coins and freely 
intercliangeable -with them at par were, and still are, 
Bank of japan notes issued by virtue of an amendment 
ra;ide in J 8S3 to the National Banks Kegulations, as a 
result of which amendment the Banlc of Japan holds 
the sole right to issue notes in Japan proper. The 
higbest denomination of note in circulation is yen 100 
(about £10 5s.) and the lowest yen 1 (about 2s. 0\d.). 

At the end of 1013 the circulation was made up 
approximately as follows : — 

Approximate 
Percentage' 
Yen of Total 

Gold '. . .. 37,348,240 6 

Silver . . . . 123,986,606 21 

Nickel .. .. 9,113,858 1|- 

Bronze . . ; •.■ 8,860,205 l|- 

Bank of Japan Notes 426,388,708 70 

605,697,617 100 

Banlr of Japan notes were always readily accepted 
as being equal to gold in settlement of transactions. 

The foregoing remarks apply to Japan proper. The 
currency systems of Chosen (Korea), Raiwan (Formosa), 
•Karafuto (Japanese Sakhalien) are framed upon much 
the same lines. 

(c) Banking System. — The present system may be said 
to date from 1883, when the Bank of Japan was given 
the sole right to issrle notes, and provision was made for 
the redemption of the then existing issues. The Banlc 
is required to hold as conversion reserve against its issue 
of notes, gold and silver coin and bullion to the same 
amount as that of, the notes issued. The silver coin and 
silver bullion must not exceed 25 per cent, of the entire 
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conversion reserve. The Bank of Japan does not avail 
itself of this right to issue notes against silver. Hov/ever, 
the Bank may specially issue bank notes to an amount 
not exceeding yen 120,000,000 on security of Government 
Loan Bonds, Treasury Bills, and other reliable securities 
or commercial bOls. 

Further, if it should be deemed necessary on account 
of the condition of the market to increase the amount 
of money in circulation, bank notes may, in addition to 
those specified, be issued with the permission of' the 
ilinister of Knance on Government Loan Bonds, 
Treasury Bills and other reliable securities or commercial 
bibs, but in this case an issue tax must be paid at the 
rate of not less than 5 per cent, per annum. The 
National Banks, which had been formed in accordance 
with the National Banks Eegulations of 1872 (modelled 
upon the National Bank Act of the U.S.A.), had formerly 
issued notes. These National Banlfs gradually died out, 
as their charters expired, so that by 1899 they had 
altogether ceased to exist as National Banks, although 
many continued in business under the new regulations 
referred to below. In order to bring private banlcs and 
bank-hke companies, which did not come mthin the 
purview of the National Banks Eegulations, under more 
efl5.cient control, the Ordinary Banks Eegulations and 
the Savings Banks Eegulations were promulgated in 1890 
and put into force in 1893. The Ordinary Banks are 
under the control of the Minister of Finance, whose 
licence is required for the estabbshment of a new bank, 
or in case of amalgamation. This Minister. is entitled 
to receive half-yearly accounts, and is empowered to 
order investigations at any time. 

The Savings Banks must invest 25 per cent, of their 
deposits in national or local loans, and deposit the bonds 
with the Department of Finance. The Directors of 
these Savings Banks are jointly under unlimited liability 
in respect of the obligations of the Bank during their 
term of office, and for two years thereafter. 

In addition to the Bank of Japan, the Ordinary Banks 
and the Savings Banks, numbering altogether 2,172 
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banks in February, 1914, there are a certain number of 
banks created imder special laws with, special objects 
and^ functions. These banks are as follows : — 

Yokohama Specie Bank, 

Hypotec Bank of Japan, 

Ba:^ of Taiwan, 

Bank of Chosen, 

Hokkaido Colonisation Bank, 

Industrial Bank of Japan, 

and certain small 

Agricultural and Industrial Banks, 

■^Mutual Loan Societies, and 
Credit Associations in City Land. 

A noteworthy feature of the whole banking system is 
the great interest and attention bestowed upon it by 
the Government. • 


2. The use made op Cuerency aetd Banking CPvEDIt 
TO' Finance the Government during the War 
AND' ITS Effects on the Currency Position. 

At the outbreak of war, Japan found herself in the 
happy position of having in hand a relatively big sum of 
accumulated balances from various Government De- 
partments, which she was able to allocate to cover her 
war expenditures. 

By the help of the above-mentioned surplus, by a 
reduction in the amount placed on one side for Sinking 
Fund purposes, by a rigorous cutting down and post- 
ponement of expenditure, by the naturally increased 
revenue and new taxes, and by issuing bonds for .war 
purposes, though the amount thus raised was relatively 
small, the Japanese Government was able to carry on 
wthout ' making use of currency issues or ba n king 
credit. , ' • . . • 

The ordinary and extraordinary expendi'fcure^ added 
together for the last seven years, compared with the 
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ordinary and extraordinary revenue for tlie last sever, 
years, have been as follows : — 

Eevenue. Ten. Expenditure. Yen. 

687.392.480 . . 593, 590, 445 in the year to 31.3.191 3. 

721,975,484 . . 573,633,925 in the year to 31.3.1914. 

734-1648,055 . . 648,420,409 in the year to 31.3.1915. 

708,615,882 . . 583,269,853 in the year to 31.3.1916. 

813!308.614 . . 590,795,3.53 in the 3 ’-ear to 31.3.1917. 

740,832.061 . . 740,832,661 in the 3 -ear to 31.3.1918. 

823.305.480 . . 823,305,480 in the year to 31.3.1919. 

For the last two years the figures are those of the 

Budget Estimates. 

From the foregoing figures it will be seen that Japan 
did not need to finance herself b 3 - inflating her currenc 3 ' 
and banking credit. . The issue of currenc 3 * notes referred 
to below was made solety to meet the need for small 
currency. '"The increase in the circidation of banknotes 
ma 3 ' fairly be attributed to ; — 

(1) Normal gro\vth of Japanese commerce. 

(2) The great accession of business due to the war. 

The ratio of specie to securit 3 * in the collateral for 
ever 3 ' ven 100 of Bank of Japan notes issued, which in 
1913 was approximate^ 53 gold to 47 5 ecurit 3 -, was in 
July, 1919, 73 gold to 27 security (yen- 728,302,170 gold 
and yen 230,264,913 securit 3 *). 

At the end of May 1919, the circulation was made up 


approximately as follows : — 

Yen 

Gold 54,146,301 

Silver 141,160,101 

Nickel 10,367,337 

Bronze 11,371,395 

Bank of Japan Notes . . . . 927,112,185 


^Currency Notes (30th AprU, 1919) 106,845,000 

Yen 1,251,002,319 

* These were issued in order to relieve the situation caused bj the 
shortage of subsidiary silver coin, which made ita^lf felt in 1917. 
The notes were issued in denominations of 50 sen, 20 sen and 10 sen, 
and the total outstanding on 30th April, 1919, was yen 106,845,000. 
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3. Statistics, 

(«.) Gold and Silver Holdings : — 

ileld by the 31st Dec., 1913 

Batik of Japan Yen 

Gold . . . . 224,365,880 

Silver . . . . Nil. 

(6) Notes in Circulation : — 

31st Dec., 1913 31st July, 1919 
Yen Yen 

Bank of Japan Notes 426,388,708 1,034,760,000 

(c) Gold and Silver Coin in the hands of the Public : — - 

"Slst Dec., 1913 31st May, 19.19 
Yen Yen 

Gold ’ 37,348,240 54,146,301 

Silver .. .. 123,986,606 141,160,101 

Note the slight increase' in the amount of silver as 
cpmpared with the important addition to the amount 
of gold. 

(d) Bank Deposits, including those of the Central Bank : — 

31st December, 1913. 31st December, 1917. 

Yen 2,211,242,566 Yen 4,937,654,294 

The figures for December, 1917, are the latest obtain- 
able for all the banks, but in order to give some idea of 
the growthi of deposits to a later period, the following 
figures, being those of the Tokyo Associated Banks 
and Osaka Associated Banks, are appended : — 

31st December, 1913. 30th April, 1919. 

Yen 616,418,496 Yen 2,985,651,279 

The total Post Office Savings Bank deposits, which 
in 1913 were yen 191,122,853, were in 1917- yen 
310,819,240, and at the end of June, 1919, yen 
605,003,980. , , : . 


31st July, 1919 
Yen 

728,760,000 

Nil. 
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(e) Exchange Bates : — 



Par. 

30 June, 
1914. 

30 June, 
1919. 

10 Jrn., 
1920. 

New York . 

$49.8148 ' 

$49,590 ! 

S50g. 

$50 


5. d. 

jt. d. 

/. d. 

i* d. 

London . . 1 

(per Ten).' 

2 0.582 

2 0.375 

2 2,?^ 

2 8^ 


4. The System of Currency and Banking at 
Present in Operation. 

(а) Permanent Alterations in the Pre-ivar System — 
The Currency and Banldng System has -withstood verj’ 
satisfactorily the shock of war, and no permanent 
changes are in contemplation. The Japanese Treasury 
Notes iviil, it is hoped, be paid off in the near future, 
i.e., so soon as the abnormal demand for small money 
decreases or when the supply of silver increases. 

(б) The Convertibility and Acceptability of Cuirency . — 
The Bank Note Issues have always been convertible 
and acceptable in payment for goods, and at no time 
during the war has there been any discrimination against 
the Bank of Japan’s No-fes as compared -with gold. 

(c) Official Control of Foreign Exehanges.-~Th.^xe. has 
been no official control of dealings in foreign exchange 
in Japan. 

(d) Official Support of Foreign Exchanges. — ^For the 
purpose of maintaining the value of yen, no official 
support of the foreign exchanges has been necessary, 
the yen never ha-ving been at a discount since the early 
days of the "war. 

However, -with a -view to facilitating exports, and in 
order to pro-vide funds where-with to pay for munitions 
suppbed to the Albes during the war, the Special 
Exchequer' Bonds Regulation was issued, and tmder 
this regulation Exchequer Bonds to th^ value of yen 
472,845,000 -were outstanding as at 30th' June, 1919. 
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(e) The Fonns of Currency in Actual Use are as 
follows : — 

* Coins. 

Fineness. 

Denomination. Pure Gold. Copper. 

20 yen, gold coin ’ . . 900 100 

10 „ „ „ . . 900 100 

5 „ „ }j * • 900 100 

Pure Silver. Copper. 

50 sen, silver coin . . 800 200 10 • 1250 

20 „ „ „ .. 800 200 4-0500 

10 „ „ „ .. 720 280 2-2500 

Nickel. I Copper. 

5 sen, nickel coin .. ' 250: 1 750 4-6654 

Copper-. Tin. Zinc. 

1 sen, bronze coins .950 40 10 7-1280 

5rin ' „ „ 950 40 10 3-5640 

Notes. 

Bank of Japan Notes of 1, 5, 10, 20 and 100 yen, 
of wkick at 31st Jidy, 1919, there were outstanding 
yen 1,034,760,000,- wHch were covered by gold as to 
yen 728,760,000 and by security as to yen 305,999,000. 

(/) Boarding. — There is no reason to suspect abnormal 
hoarding of precious metals or notes. However, the 
price of silver has arrived at a 'point which is causing 
some concern to the authorities, and legislation has 
been passed imposing heavy penalties upon those who 
melt coins. 

(g) Barter, — There are no recorded cases of payments 
in currency having ' been refused, trade havmg been 
financed in the normal way. None of the difficulties 
which have Seen met with can fairly be ascribed to 


Weight 

Grammes. 

16-6665 

8-3333 

4-1666 
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difficulties of currency or exchange, so far as Japan is 
concerned. 

(/i) Fending Currency Changes . — ^No currency charges 
are pending. 


oi Factors Atfecting the Exchange Position. 

f 

(a) Balance of Trade . — The excess of exi)orls 
over imports during the four years 1915-1918 
amounted to about yen 1,400,000,000. It is estimated 
that Japanese credits abroad total yen 1,141,000,000. 

{h) Foreign Indebtedness . — ^The Japanese foreign in- 
debtedness now totals yen 1,083,000,000. 

(c) Inflation. — Japan’s currency is at a premium in 

relation to other currencies. 

. ( 

(d) Uncertainly as to the Financial Position . — The 
war period has been characterised by a great boom in 
shipping and industrial business. This w'as interrupted 
for about six months in 1916, at a time when there 
was some anticipation of peace. It afterwards revived, 
however, and was maintained more or less right down to 
the Armistice ; since the Armistice there has been a 
falling off in profits of some industrial companies, 
leading to a falling away of quotations on the share 
market. However, the market is now developing 
again on a steadier basis. 
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Memorial on International Finance and 
Currency submitted to the Governments of — 


Denmark, France* Holland, 
Honcay, Sweden, Switzerland, 
and United Kingdom. 

The undersigned individuals 
beg leave to lay before their 
Government a proposal that 
the Governments of the coun- 
tries chiefly concerned, which 
should include the Unifed 
States, the United Kingdom 
and the British Dominions, 
France, Belgium, Italy, Japan, 
Germany, Austria, the Neutral 
coimtries of Europe and the' 
chief exporting countries of 
South Anierica, should be in- 
vited forthwith (the matter 
being of the greatest urgency) 
to convene a meeting of Finan- 
cial representatives, for the 
purpose of examining the situa- 
tion, briefly set forth below, 
and to recommend, in the event 
of their deciding that co-opera- 
tive assistance is necessary and 
advisable, i to whom and by 
whom assistance should be 
given, and. on what general 
conditions. 


United States of America.* 

The undersigned individuals 
beg leave to lay before their 
Government, the Eeparations 
Commission, and the Chamber of 
Commerce of the United States 
of America the following observa- 
tions, and to recommend that the 
Chamber of Commerce of the 
United States of America desig- 
nate representatives of Commerce 
and Finance to meet (the matter 
being . of the greatest urgency) 
noth those of other countries 
chiefly concerned, which should 
include the United Kingdom, 
the British Dominions, France, 
Belgium, Italy, Japan, Germany, 
Austria, the Neutral Countries 
of Europe, the United States of 
America, and the chief exporting 
countries of South America, for 
the purpose of examining the 
situation briefly set forth below 
and to recommend upon the 
basis of authentic information 
what action in the various 
countries is advisable among 
the people interested in reviving 
and maintaining international 
' commerce. 


They venture to add to the above recommendation the following 
observations : — 


The "War has left to conqueror and conquered alike the problem 
of finding means efiectively to arrest and counteract the con- 

**.Th6 signatories "of these two countries made reservations as given on 
pages 243 and 246. 

(292) 
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tinuous growth in tlie volume of outstanding money and ( f 
Government obligations, and, its concomitant, tbe const:i;t 
increase of prices. A decrease of excessive consumption an: 
an increase of production and taxation are recognised as tie 
most hopeful — if not the only — remedies. Unless they are 
promptly applied, the depreciation of money, it is to be feared, 
will continue, \viping out the savings of the past and leading 
to a gradual but persistent spreading of bankruptcy and anarcuy 
in Europe. 

There can be no social or economic future for any countr}-. 
which adopts a permanent policy of meeting its current expendi- 
ture by a continuous inflation of its circulation and by increasinc 
its interest-bearing debts without a corresponding increase of 
its tangible assets. In practice every country Avill have to be 
treated after careful study and with due regard to its individual 
conditions and reipuirements. No coimtry, however, is dcser\'ing 
of credit, nor can it be considered a solvent debtor, whose obliga- 
tions we may treat as items of actual value in formulating our 
plans for the future, that will not or cannot bring its current- 
expenditure within the compass of its receipts from taxation 
and other regular income. This principle must be clearly brought 
home to the peoples of all countries ; for it will be impossible 
otherwise to arouse them from a dream of false hopes and 
illusions to the recognition of hard facts. 

It is evident that Germany and Austria will have to bear a 
hea\'ier load than their conquerors, and that, in conformity "with 
the Treaty of Peace, they must bear the largest possible burden 
they may safely assume. But care will have to be taken that 
this burden docs not exceed the measure of the highest 
practicable taxation, and that it does not destroy the power 
of production, which forms the very source of effective taxation. 
For the sake of their creditors, and for the sake of the world, 
whose future social and economic development is involved, 
Germany and Austria must not be rendered banlcrupt. If, for 
instance, Upon close examination, the Commission des Reparations 
find that, even with the most drastic plan of taxation of prop- 
erty, income, trade and consumption, the sums that these coun- 
tries will be able to contribute immediately towards the current 
expenses of their creditors wdU not reach the obligations now 
stipulated, then the Commission might be expected to take the 
view that the scope of the annual contribution must be brought 
within the limits within which solvency can be preserved, even 
though it might be necessary for that purpose to extend the 
period of instalments. The load of the burden and the period 
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during -u-liicli it is to be borne, must not, however, exceed certain 
bounds ; it must not bring about so drastic a lowering of the 
stand ard of liring that a wilhngness to pay a just debt is converted 
into spirit of despair and revolt. 

It is also true that amongst the victorious countries there are 
some whose economic condition is exceedingly grave, and who 
will have to reach the limits of their taxing-powers. It appears, 
therefore, to the imdersigned, that the position of these countries, 
too, should be examined from the same point of view of keeping 
taxation within the power of endurance, and within a scope that 
uill not be conducive to financial chaos and social unrest. 

[The w’orid’s balance of indebtedness has been upset and has 
become top-hea^^?■ and one-sided. Is it not necessary to free 
the world’s balance-sheet from some of the fictitious items which 
now inflate it and lead to fear or despair on the part of some, 
and to recklessness on the part of others ? Would not a deflation 
of the world’s balance-sheet Be the first step towards a cure ?]* 

liTien once the expenditure of the various European countries 
has been brought within their taxable capacity (which should 
be a first condition of granting them further assistance), and when 
the burdens of indebtedness, as between the different nations, 
have been brought within the limits of endurance, the problem 
arises as to hor\' these countries are to be furnished with the 
working capital necessary for them to purchase the imports 
required for re-starting the circle of exchange, to restore their 
productivity, and to reorganise their currencies. 

The signatories submit that, while much can be done through 
normal banking channels, the worlring capital needed is too 
large in amount and is reeprired too quickly for such channels 
to be adequate. They are of opinion, therefore, that a more 
comprehensive scheme is necessary. It is not a question of 
affording aid only to a single country, or even a single gi'oup 
cf countries which were allied in the war. The interests of the 
whole of Europe and indeed of the whole world are at stake. 

It is not our intention to suggest in detail the method by which 
such international co-operation in the grant of credit may be 
secured. But we allow ourselves the folloudng observations : — 

(1) The greater jiart of the funds must necessarily be supplied 
by those countries, where the trade balance and the exchanges 
are favourable. 


\ * This paragraph was omitted from the American Slc-morial. 

(292) ( ' . ' ■ Q 2 
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(2) Long-term foreign credit, such as is here contemplated, 
is only desirable in so far as it is absolutely necessary to restore 
productive processes. It is not a substitute for those efforts 
and sacrifices on the part of each country, by which alon«hthey 
can solve their internal problem. It is only by the real economic 
conditions pressing severely, as they must, on the individual 
that equilibrium can be restored. 

(3) For this reason, and also because of the great demands on 
capital for their own internal purposes in the lending countries 
themselves, the credit supplied should be reduced to the minimum 
absolutely necessary. 

(4) Assistance should as far as possible be given in a form wliich 
leaves national and international trade free from the restrictive 
control of Governments. 

(5) Any scheme shotild encourage to the greatest extent 
possible the supply of credit and the development of trade 
through normal chaimcls. 

(6) In so far as it proves i)ossiblc to issue loans to the public 
in the lending countries, these loans must be on such terms as 
•will attract the real savings of the individual ; othenvise inflation 
would be increased. 

(7) The borrowing countries would have to provide the best 
obtainable security. For this purpose it should be agreed that : 

“ (a) Such loans should ranlc in front of all other indebtedness 
whatsoever, whether internal debt, reparation payments or 
interallied governmental debt.” 

“ (b) Special security should be set aside by the borrowing 
countries as a guarantee for the payment of interest and 
amortisation, the character of such security var^nng perhaps 
from country to country, but including in the case of Germany 
and the new States the assignment of import and export duties 
payable^, on a gold basis, and in the case of States entitled to 
receipts from Germany, a first charge on such receipts.”* 

The outlook at present is dark. . No greater task is before us 
now than to devise means by which some measxire of hopefulness 
will re-enter the minds of the masses. The re-establishment of 
a wllingness to work and to save, of incentives to the highest 


♦ 


V-idc French reservation, infra. i)*245. 
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individual effort and of opportunities for every one to enjoy 
a reasonable share of the fruit of his exertions must be- the aim 
towards which the best minds in all countries should co-operate. 
Only'* if we recognise that the time has now come when all 
countries must help one another, can we hope to bring about an 
atmosphere in which we can look forward to the restoration of 
normal conditions and to the end of our present evils. 

In conclusion, the signatories desire to reiterate their conviction 
as to the very grave urgency of these questions in point of time. 
Every month which passes will aggravate the problem and render 
its eventual solution increasingly difficult. All the information 
at their disposal convinces them that very critical days for 
Europe are now imminent, and that no time must be lost if 
catastrophes are to be averted. 

France . — The French signsrtories made the following reserva- 
tion ; — 

“It is understood that a reasonable delay shall be allowed to 
each country to reduce its current expenses to the level of its 
receipts drawn from taxation or other normal sources of Revenues, 
and that the recommendations {a) and (b) above can only be applied 
in each -particular case as far as they were reconcilable with the 
soundness and length of standing of the credit of the States.” 


DENMARK. 

C.'C. ANDERSEN, Chairman of the Socialist Party in the 
Landsting (Upper House). 

F. I. B0R6BJERG, Member of the Committee of 'the Social 

Gfoup of the Rigsdag (Parliament). 

I. C. CHRISTENSEN, Chairman of the Venstre (Liberal) Party 

of the Folketing (Lower House). 

G. G. KLAUSEN, Chairman of the Merchants Association. 

G. M. T. COLD, Chairman of the Danish Steamship Owners 
Society. ^ 

A. VOSS, Chairman of the Board of Industry. 

E. GLUECKSTADT, Managing Director of the Danske Land- 
mandsbank. 

J. KNUDSEN, ©hai’rman of the Conservative Party inrthe 

Folketing. 
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Presidents ot the Board of Agriculture. 


Managing Directors of the National- 
Banlcen in Copenhagen. 

I. PEDERSEN, Chairman of the Venstre Party of the Land- 
sting. 

E. 6. NIPER, Chairman of the Conservative Party of the 
Landsting. 

C. SLENGERIK, Chairman of the Radikal Venstre Party of the 
Folketing. 

H. TRIER, Chairman of the Radikal Venstre Party of the 
Landsting. 


M. MYGDAL ] 
A. TESDORPE 
A. NIELSEN J 
J. P. WINTHER ^ 
J. AURIDSEN I 
C. USSING f 

M. RUBIN 
W .ciTTi’.S-RNRIT’.N J 


PRANCE. 

Monsieur LEVY, Senator. 

Monsieur DARCY, President of the Comite Houilleres' dc 
France. 

M0N.SIEUR LEHIDEUX, President of the Union Syndicate de 
Banquiers et de la pronnee. 

Monsieur PETIT, President of the Tribunal de Commerce. 
Monsieur LAURENT. ' 

Monsieur DEWENDEL. 


HOLLAND. 

Dr. G. VISSERING, President of the Bank of the Nether- 
lands. 

C. E. ter MEULEN, Banker, Member of the firm of Hope 
&Co. 

J. VAN VOLLENHOVEN, Manager of the Bank of the Nether- 
lands. 

JoNKHEER Dr. a. P. G. van EARNEBEEK, Minister of State, 
President of the Carnegie Foundation. 

J. J. G. Baron van VOORST tot VOORST, President of the 
First Chamber of Parliament. ^ 

Dr. D. FOCK, President of the Second Chamber of Parlia- 
ment. 
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JcKKHEEE Dr. W. H. de SAVOENIN LOHMAE, President of 
tlio High. Court of Justice. 

A.T\\ F. IDENBUEG, formerly Governor General of the Dutch 
East Indies, formerly Minister of Colonies. 

S. r. VAyi EEGHBI'i, President of the Amsterdam Chamber of 
Commerce. 

E. P. DE JIOHCHY, President of the Kotterdam Chamber of 
Commerce. 

C. J. K. VAN AALST, President of the Amsterdam Bankers’ 
Association. 

G. H. HINTZEN, Banker, Member of the firm of E. Mees & 
Zoonen, Eotterdam. 

E. M. WIBAUT, Socialistic Alderman of Amsterdam. 

G. M. BOISSEVAIN, Economist. 

E. HELDEING, Manager of the Eoyal Dutch Steamship Co; 

Professor Dr. G. W. J., BEUINS. 


NOEWAY. 


OTIO B. HALVOESEN, Speaker of Parliament. 

J. TANDBEEG, Bishop of Christiania. 

F. NANSEN, Professor. 

E. LOEKEN, Governor of Christiania. 

B. HOLTSMAEK, Leader of a Political Party. 

A. JAHEESN, Leader of a Political Party. 

JOE L. EMOVINCKEL, Leader of a PoUtical Party. 

K. BOMHOFF, President, Bank of Norway. 


ALE BUEECKE 
TEDNE LAESEN 
C. KIEEIEF 
V. PLAHTE 
GAEL KtJrCHEEATH 
CHE. B. LOEENTZEN 


I Presidents of Financial, Industrial 
I and Commercial Associations. 


JOE. H.- AAEENSEN 
THS.'FEAENIJEY ' • 

G. PLATOU J 

T.' MYEYANG, President, Farmers and Smallholders' Associa- 


' tion. ^ 

P. VOEGKMAE, President, Norske Handelsbank. 

G. KAMSTEUP HEGGE, Manager Norske Kreditbank. 

N. MAETENS.^ilanager Centralbanken for Norge. 

E, SKOGSTAD, Manager jOhristiam’a Bank and Ereditkasse. 
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SWEDEN. 

J. G. AF JOCHNICK, President of the Swedish State Banlc. 

V. L. MOLL, First Deputy, Swedish State Bank. 

C. E. KINARDBR, President, National Debt Office. ' 

J. C. SON KJELLBERG, President, Swedish Bankers Association. 
H. LAGERCRANTZ, formerly Envoy, United States ; 

President, Swedish E.vporters Association. 

A. VENNERSTEN,- formerly Mnister of Finance ; President, 
Swedish Industrial Association. 

K. A. WALLENBERG, formerly Minister of Foreign ASairs ; 

President, Chamber of Commerce of Stockholm. 

M. WALLENBERG, Managing Director, Stockholms Enskilda 
Bank. 

0. RYDBECK, Managing Director, Skandinaviska Kreditaktie- 
bolaget. 

C. FRISK, Managing Director, Svenska Handelsbanken. 

K. H. BRANTING Y 


S. A. A. LINDMAN, formerly Prime 
Minister ; Leader, Conser^'a- 
tive Party 

L. H. KVABNZELIUS, Leader, 
Liberal Party 

Count R. G. HAMILTON, Leader, 
Liberal Party 

E. TRYGGER, formerly Member 
of High Court of Appeal; 
Leader, Conseiv’ative Party 


> Members of Parliament. 




K. G. CASSEL 

D. DAVIDSON 

E. F. K. SOMMARIN 


J" Professors, Political Economy. 


SWITZERLAND. 

G. AD OR, President, International Red Cross Comniittee. 

E. BLUMER, President, National Council. 

A. FREY, President, Swiss Union of Conunerce and Industry. 
R. DE HALLER, Vice-President of the Board of Directors, 
National Bank. 

J. HIRTER, President, Council of National Bank. 

Dr. E. LAUR, Secretary, Swiss Union of Peasants. 

A. PETTA'\'EL, President, Council of States. 

E. LICOT, Federal Judge. - 
G. PICTET, Banker. 

A. SARASIN, President,, Swiss Association of Bankers, 

M. SCHNYDER, President, Association of Swiss Press. 

Dr. II. TSCHUMI, President, Swiss Union of Arts and Crafts. 
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6EEAT BRITAIN. 

Sib CHARLES ADDIS, Chairman of the Hongkong and Shanghai 
Banking Corporation, Ltd., Director of the Bank of England. 

Tki: Right Hoji. H. H. ASQUITH, P.C., formerly Prime Minister. 

The Hox. ROBERT H. BRAND, C.M.G.-, Partner of Lazard Bros. 
& Co., Ltd., Director of Lloyds’ Bank, Ltd. 

Viscount BRYCE, G.C.V.O., O.M., formerly Ambassador to the 
United States. 

The Right Hon. Lord ROBERT CECIL, P.C., K.C., formerly 
Chairman of the Supreme Economic Council of the Allies, 
formerly Assistant Secretary of State for Foreign Affairs. 

The Right Hon. J. R. CLYNES, M.P. 

F. C. GOODENOUGH, Esq., Chairman of Barclay’s Bank, Ltd. 

EDWARD C. GRENFELL, Esq., Senior Partner of Messrs. Morgan, 
Grenfell & Co., Ltd., Director of the Bank of England. 

Lord INCHCAPE, G.C.M.G., K.C.S.I., Chairman of the National 
Provincial and Union Bank, Ltd., and Chairman of the 
Peninsular and Oriental Steam Navigation Co. 

Sir ROBERT KINDERSLEY, K.B.E., Chairman of the National 
Savings Committee, Director of the Bank of England, Partner 
of Lazard Bros. & Co., Ltd. 

WALTER LEAF, Esq., Chairman of the London County and 
Westminster Bank, Ltd. 

The Right Hon. REGINALD McKENNA, P.C., Chairman of 
the London Joint- City and Midland Bank, Ltd. 

The Right Hon. Sir DONALD MACLEAN, K.B.E., Leader of 
the 'Liberal Party in the House of Commons. < 

The Right Hon. J. H. THOMAS, M.P. 

,SiR RICHARD VASSAR-SMITH, Bart., Chairman of Lloyds’ 
Bank, Ltd. 


UNITED STATES OF AhEERICA. 

-WILLIAM H. TAFT, former President of the United States. 
ELIHU ROOT, former Secretary of State and ex-Senator. 
HERBERT HOOVER, former Director, United States Food 
A.dministration. 

MYRON T. HERRICK, former Ambassador to France. 
HARRY A. WHEELER, former President, United States 
Chamber of Commerce, and Chairman, International Trade 
Conference of United States Chamber of Commerce. 
ALFRED E. MARLING, President, New York Chamber of 
Commerce. - - 

WILLIAM FELLOWBS - MORGAN, President, New ' York 
Merchants’ Association, 
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FRAISTK A. VASDERLIP, Chairman, Banking Committee , 
Ne-w York Chamber oi Commerce. 

PAUL M. "WARBUPi-G, Chairman, Acceptance Conncil anr'* 
Committee on Banking of Ifew York Merchants’ Association, 
and former Yice-Govemor, Federal Reserve Board. 

R. S. HAWES, President American Bankers’ Association. 

J. P. (MORGAN, Partner, J. P. Morgan & Co. 

JAMES A. STILLMAN, President, National City Bank, Netr 
York. 

A. BARTON HEPBURN, Chairman, Chase National Bank, 
Nev York. 

CHARLES H. SABIN, President, Guaranty Trust Company, 
New York. 

L. L. RUE, President, Philadelphia National Bank. 

JAMES B. FORGAN, President, First National Bank, Chicago. 

FESTUS J. WADE, President, Mercantile Trust Company, 
Saint Louis. 

F. 0. WATTS, President, Third National Bank, Saint Louis. 

JOHN SHBRWIN, President, First National Bank, Cleveland. 

A. W. MELLON, President, Mellon National Bank, Pittsburg. 

EMORY W. CLARK, President, First and Old Detroit National 
Banlc. 

FREDERICK H. RAWSON, President, Union Trust Company, 
Chicago. 

R. G. RHETT, President, People’s National Bank, Charleston, 
South Carolina, Cleveland. 

H. DODGE, Partner, Phelps Dodge Corporation, New York. 

DARWIN P. KINGSLEY, President, New York Life Insurance 
Company. 

CHARLES W. ELLIOTT, President Emeritus, Harvard 
University. 

ARTHUR T. HADLEY, President, Yale University. 

H. P. HUDSON, President, University, Chicago. 

ED "WIN A. ALDERMAN, President, University of Yirginia. 

EDIVIN R. A. SELIGMAN, Professor, Economics, Columbia 
University. 

F. W. TAUSSIG, Professor, Economics, Harvard University. 

SASIUEL REA, President, Pennsylvania Railroad. 

LOUIS W. HILL, Chairman, Great Northern Railroad.’ 

DANIEL WILLARD, President, Baltimore and Ohio Railroad. 

GEORGE H. McFADDEN, Partner, Geo. H. McFadden and 
Brother, Philadelphia. 

JULIUS H. BARNES, Partner, Barnes, Ames Co., and Director, 
United States Grain Corporation. 
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JOirfs Ct. SHEDD, President, Marsliall Field Company, 
Cliir." cro. 

\JAC0B H. SCPIIFF, Partner, Kuhn Loeb Company, New 
York. 

GJ'iORGE il. REYNOLDS, Chairman, Continental and Com- 
merci.ai National Bank, Chicago. 

PiOBERT L. BROOKINGS, President, Board Trustees, Washing- 
ton University, Saint Louis. 

A. L. MILLS, President, First National Bank, Portland, Oregon. 

FRANIC B. ANDERSON, President, Banlc of Cahfornia, San 
. Francisco. 

'HERBERT FLEISCHHACKER, President, Anglo and London 
Paris National Bank, San Francisco. 

HENRY SUZALLO, President, University of Washington, 
Seattle. 



APPENDIX B. 


Tables Extkacted prom “ Statements of Pro- 
duction. Price Movements and Currency 
Expansion in Certain Countries.” 

(Cmd. 434, November, 1919.) 


PEICE MO\rEMENTS. 


CoMPABISON OF EXPANSION IN CtmKENCY -WITS EiSE IN PeICES. 
Estimated percentage of 1913. 


— 

Currency of 
all kinds, 
1913=100. 

Wholesale 

prices, 

1913=100. 

Eetail prices 
of food, 
1914=100. 

United States (May, 1919) 

173 

206-0 

181 

Japan (May, 1^9) 

223 

214-6 

— 

Switzerland (June, 1919) ... 

230 

— 

250 

Denmark (July, 1919) 
United Kingdom (August, 

240 

— 

212 

1919) 

Netherlands (September, 

244 

257-2 

217 

1919) 

270 

— 

203 

Sweden (April, 1919) 

275 

339-0 

336 . 

Norway (May, 1919) 

305 


271 

fParis 263 

France (June, 1919) 

365 

! 330-0 

-< Other towns 
i, 293 

Italy (April, 1919) 

1 ■ 440 . 

I 329-9 ; 

c- 281 

1 
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RATES OF EXCHAFTGE ON LONDON. 


CojiPAKisoN OF Expansion of Coekency with Rates of Exchange 

ON London. 



Expansion 
of currency of 
all kinds. 

Rates of Exchange 
on London. Per 
cent, of parity. 

- • 

1 

Compared 
with 1913, 
1913 = 100. 

Propor- 

tionate 

figures, 

U.K.=100. 

At date 
shown in 
Column 1. 

At 7th 
November. 
1919. 

Enited States (Au- 




85-3 

gust, 1919) 

171 

•• 70 

86-4 

Spain (September, 



87-0 

84-1 

, 1919) 

185- - 


Japan (May, 1919).. 

223 


92-3 

84-5 

Switzerland (Sep- 




91-5 

tember, 1919) .. 

230 

94 

93-0 

Denmark (August, 




107-5 

1919) 

240 

98 

106-7 

United Kingdom .. 

244 

100 

— 

— 

Netherlands (Sep- 




90-8 

tember, 1919) .. 

270 

111 

92-2 

Sweden (September, 
1919) 

275 

113 

94-1 ” 

97-2 

Norway (August, 
1919) 

305 

125 

100-9 

100-9 

France (September, 




148-0 

1919) 

■ 375 

-153 

137-6 

Italy (May, 1919) .. 

435. 

178 

150-4 


Germany (October, 



435-1 

707-3 

.1919) 

875 

359 
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Currencies after the War. 


' INCREASE OF PUBLIC DEBT. 

CoMiur.isON or Puice JIovemekt ix the uNDEr.MEXTio:a;p 
CoUXTElES WITH THE IkCRKASE OF PuRLIC DeRT, PIHCE THE 
EEGIN'NING OF THE WaR, I’ER HEAD OF THE PorUI.ATION AT 

THE LAST Census. 



1 

1 


Increase of 
j)iiblic debt 


Wholesale 

Retail prices 

per Lead of 

— 

1 prices 

of food, 

the population 


1913=100. 

191-1=100. 

since the 




beginning 
of the war. 

1 

United States 

20G-0 

181 

£ 

55-0 

Japan 

2M-G 

— 

0-lG 

Netherlands 

— 

203 

10-1 

Denmark 



212 

5-0 

United Ivingdom 

257-2 

217 

157-5 

Switzerland 

— 

250 

12-3 

Norway 

— 

271 

2*2 

Italy 

329-9 

281 

r Paris 2G3, "j 

73-0 

Franco 

330-0 

-< Other towns I 

IM-i 



1 293 J 


Sweden 

339-0 

33G 

3-8 










